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COUPON  POLICIES— THEIR  ADVANTAGES  AND 

DISADVANTAGES  AND  A  DESCRIPTION  OF 

AN    ORIGINAL    OFFICE     METHOD     OF 

CARING    FOR    SUCH    EXCEPTIONAL 

POLICIES. 


By  Lawrence  M.  Cathks  F.  F.  A.  Etc. 


MR.  CATHLES:  So  far  as  I  can  leam,  the  honor  of 
introducing  coupons  to  represent  guaranteed  reductions  in 
the  premium  rates  of  life  insurance  policies  belongs  to  a 
western  company  which  had  a  meteoric  career  and  went  out 
of  existence  not  long  ago.  Coupons  had  been  used  in  connec- 
tion with  life  insurance  policies  many  years  before  by  some 
of  the  eastern  companies,  principally  attached  to  gold  bonds 
issued  at  maturity  under  what  were  known  as  five  per  cent 
gold  bond  policies.  There  was  also  a  guaranteed  compound 
interest  gold  bond  policy  under  which  an  income  of  three 
per  cent  of  all  premiums  previously  paid  was  credited  each 
year — an  artificial  and  fictitious  interest  return  upon  the 
deposits  of  premium  made  by  the  insured — actually  an  increas- 
ing guaranteed  premium  reduction,  though  coupons  were  not 
used  on  this  contract.  I  am  inclined  to  think  that  the  idea 
of  guaranteed  premium  reductions  upon  which  the  present 
day  coupon  policies  are  based  was  evolved  in  competition 
between  nonparticipating  and  participating  companies. 

In  the  early  years  of  coupon  policies,  in  fact,  they  were 
mostly  called  "guaranteed  dividend"  policies  and  the  inference 
was  too  clear  that  the  policies  were  participating  contracts 
and  that  the  coupons  represented  only  the  guaranteed  part  of 
the  dividends.  The  old  argument  of  the  non-participating 
companies  was  that  they  provided  more  insurance  for  the 
same  money  than  did  the  participating  companies.  This 
argument  was,  of  course,  met  by  the  declaration  of  the  par- 
ticipating companies  that  in  the  end  the  net  cost  of  insurance 
under  a  participating  policy  would  be  probably  less  than  the 
net  cost  under  the  non-participating  policy  on  account  of 
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increasing  dividends.  The  inability  of  the  participating  com- 
pany to  guarantee  its  dividends  formed  a  tempting  opening 
for  the  non-participating  company,  and  so  we  have  one  of 
the  largest  of  them  issuing  a  policy  at  approximately  the  same 
rate  charged  by  participating  companies,  with  a  guaranteed 
reduction  of  all  premiums  after  the  first. 

It  is  easy  to  understand  the  instant  appreciation  of  the 
coupon  policy  by  the  agency  forces  of  the  different  companies. 
The  average  human  being  dearly  loves  a  little  gamble, 
especially  if  he  can  be  reasonably  sure  that  the  odds  are  in  his 
favor,  and  he  is  naturally  attracted  to  a  policy  which  shares 
in  the  profits  of  a  large  and  successful  company.  Here  was 
a  contract  which  absolutely  guaranteed  him  an  annual  divid- 
end of  at  least  twenty  per  cent,  and  every  one  knew  there 
was  all  the  difference  in  the  world  between  the  guarantee 
of  a  company  and  the  unreliable  estimate  of  an  agent.  There 
is  too  much  reason  to  fear  that  this  was  the  way  coupon 
policies  were  sold  at  first.  Then  think  of  the  other  advantages. 
Without  increasing  the  rate  of  commission,  the  agent  would 
receive  more  actual  commission  than  under  the  regular  policy, 
while  the  company  would  receive  more  net  premium  during 
the  first  year  for  death  losses  and  office  expenses.  The  in- 
creased average  of  premiums  received  and  the  increased  pre- 
mium income  looked  good  to  the  company  striving  to  make 
the  best  showing  possible  at  the  end  of  each  year,  and  as  yet  no 
one  had  contemplated  the  possibility  of  a  federal  income 
tax  nor  the  certain  increase  in  trouble  and  expense  at  the 
home  office  on  account  of  these  coupons. 

Coupon  policies  naturally  came  in  for  a  great  deal  of 
criticism  from  the  more  conservative  life  insurance  companies, 
and  they  still  stand  indicted  as  a  "misleading  and  deceptive 
form  of  policy."     I  quote  the  said  indictment  in  full: 

"A  misleading  and  deceptive  form  of  policy,  which  is 
frequently  met  with  in  recent  years,  is  the  so-called  'guaran- 
teed dividend'  or  'coupon'  policy. 

Usually,  though  by  no  means  always,  it  is  by  its  term  non- 
participating ;  that  is,  not  entitled  to  'dividends'  at  all.  The 
authorities  of  several  states,  led  by  Texas,  will  not  permit 
them  to  be  issued  unless  endorsed:  'This  policy  is  non-par- 
ticipating.' 
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The  true  nature  of  the  policy  is  merely  that  it  is  issued 
in  consideration  of  renewal  premiums,  lower  in  amount  than 
the  premiums  for  the  first  year.  The  renewal  premiums  are 
level  in  most  cases,  but  sometimes  the  reduction  is  progressive. 

In  form,  however,  these  poHcies  are  with  level  premiums, 
and  promise  certain  cash  or  endowment  payments  called 
'dividends'  at  the  end  of  the  first  and  of  each  subsequent  year. 
These  are  usually  represented  by  'coupons,'  each  of  which  is 
not  payable  unless  the  next  annual  premium  is  paid,  in 
other  words,  is  a  rebate  of  a  part  of  that  premium  when  paid. 

The  use  of  'coupons,'  to  represent  mere  rebates  such  as 
these,  is  misrepresentation,  and  the  use  of  the  word  'dividend' 
renders  it  still  more  open  to  criticism.  'Coupons'  are  other- 
wise only  used  to  represent  interest  payments ;  i.  e.,  payments 
which  leave  the  principal  undisturbed;  and  'dividends'  are 
payments  resulting  from  the  distribution  of  actual  earnings. 
The  payments,  represented  by  these  'coupons,'  are  made  out 
of  the  principal  paid  in,  at  the  moment  it  is  paid  in. 

The  cost  of  the  insurance  on  this  plan  is  greater  than  on 
the  usual  plans  of  the  same  company,  as  a  fair  comparison 
of  costs  will  show.  The  purpose  in  pushing  it,  aside  from 
the  increased  business  due  to  the  deception,  is  to  get  a  larger 
premium  (usually  'full  preliminary  term'),  and  so  a  larger 
'expense  provision'  the  first  year,  which  itself  means  higher 
cost  to  the  policy  holder. 

The  sale  of  such  policies  is  prohibited  in  several  states. 
We  cannot  resist  the  conclusion  that  they  are  put  on  the 
market  simply  to  trade  upon  the  ignorance  of  prospective 
insurers." 

If  all  that  this  indictment  contains  is  true,  or  even  if  only 
the  conclusion  stated  in  the  final  paragraph  is  justified, 
coupon  policies  should  be  suppressed.  Taking  up  the  definite 
charges  made,  we  find  that  they  are: 

(i)  The  use  of  coupons  to  represent  mere  rebates  is  mis- 
representation, because  coupons  are  otherwise  only  used  to 
represent  interest  payments. 

(2)  The  cost  of  the  insurance  on  this  plan  is  greater  than 
on  the  usual  plans  of  the  same  company. 

As  regards  the  first  charge,  coupons  are  not  otherwise 
only  used  to  represent  interest  payments.     On  the  contrary. 
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they  are  often  used  to  represent  rebates  in  the  price  of 
articles  at  the  time  of  purchase.  It  is  true  that  coupons  have 
been  used  largely  as  a  convenient  method  of  paying  interest 
to  the  holder  of  a  non-registered  or  bearer  bond.  But  there 
is  no  compelling  reason  why  the  word  should  be  so  monop- 
olized and  its  real  meaning  thus  restricted  to  interest  earnings. 
If  an  insurance  company  chooses  to  represent  rebates  or  abate- 
ments of  premium  by  coupons,  it  is  hard  to  understand  why 
they  should  be  more  criticised  for  doing  so  than  the  regular 
participating  companies  which  advertise  the  fact  that  they 
pay  "dividends"  on  their  policies.  For  fifty  years  Actuaries 
have  objected  to  the  use  of  the  word  "dividend"  in  life  in- 
surance, but  it  was  not  until  the  introduction  of  the  income 
tax  bill  in  congress  that  company  executives  could  be  brought 
to  pay  much  attention  to  the  views  of  their  Actuaries.  It 
is  now  freely  admitted  that  dividend  is  not  the  right  word 
and  that  so-called  dividends  under  a  participating  life  insur- 
ance policy  are  largely  repayments  of  overcharges  and  there- 
fore of  the  same  nature  as  the  rebate  or  abatement  of  premium 
represented  by  coupons  under  non-participating  coupon 
policies. 

The  second  charge  seems  to  be  more  or  less  justified.  An 
examination  of  the  coupon  policies  of  thirty  or  forty  different 
companies  indicates  that  the  insured  is  generally  charged  more 
for  the  same  insurance  protection  than  under  the  regular 
forms  of  policies.  I  doubt  whether  the  premium  rates  of 
any  company  in  this  country  are  so  perfect  that  similar 
differences  cannot  be  shown  between  the  rates  charged  for 
various  regular  forms  of  policies.  At  the  same  time,  it  must 
be  admitted  that  under  any  form  of  coupon  policy  which 
differs  from  the  regular  plan  only  by  having  coupons  attached 
which  may  be  used  to  reduce  premiums,  there  is  little  or  no 
justification  for  increasing  the  cost  of  protection  to  the  policy- 
holder. There  are  policies  amongst  those  which  I  have 
examined  under  which  the  net  cost  of  insurance  protection 
has  been  designedly  made  exactly  equal  to  the  net  cost  under 
the  corresponding  regular  forms  of  policies,  and  I  have  even 
found  cases  where  apparently  the  net  cost  of  protection  under 
the  coupon  forms  is  less  than  under  the  regular  forms.  To 
be  perfectly  frank,  however,  these  cases  form  the  exception 
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to  a  very  general  rule.  It  is  a  very  easy  matter  to  make  the 
net  cost  of  protection  the  same  under  coupon  and  under 
regular  forms  by  adding  to  or  deducting  from  each  coupon 

^  ^  ^.^ 'where  K  is  the  ascertained  difference  between 

the  present  value  of  premiums  at  age  x  under  the  regular  plan 
and  the  present  value  of  the  premiums  less  coupons).  I  believe 
that  if  this  were  done  and  some  slight  adjustments  made  in 
surrender  values,  there  would  be  little  further  criticism  of 
such  policies  by  intelligent  and  responsible  parties. 

There  are  advantages  of  coupon  policies  which  have  not 
been  given  the  attention  which  they  deserve  by  those  who 
criticise  that  form  of  policy.  I  haven't  any  definite  statistics, 
but  it  is  my  belief  that  the  lapse  rate  among  coupon  policies 
is  less  than  the  average.  It  is  certain  that  many  a  coupon 
policy  is  kept  in  force  by  surrender  of  matured  coupons  when 
it  would  otherwise  be  burdened  with  a  maximum  policy  loan 
or  perhaps  entirely  lapsed.  This  is  a  decided  advantage  to  the 
insurance  company  and  is  certainly  also  good  for  the  insured. 
Many  coupon  policies  provide  for  alternative  methods  of 
applying  the  coupons.  The  simplest  form  of  coupon  pro- 
vides only  that  it  will  be  accepted  by  the  company  as  part  pay- 
ment of  premium ;  or,  if  not  so  applied,  will  be  paid  on  demand 
at  any  time  thereafter,  usually  with  three  and  a  half  per  cent 
per  annum  interest.  In  quite  a  number  of  cases,  however, 
there  are  additional  options.  Many  coupon  policies  provide 
for  the  conversion  of  coupons  at  the  option  of  the  insured 
into  stated  amounts  of  additional  insurance.  In  some  cases 
this  additional  insurance  is  not  only  granted  without  medical 
examination,  but  is  granted  automatically  with  the  guarantee 
that  all  or  any  number  so  converted  may  be  reconverted  at 
any  time  into  their  full  net  value  in  cash.  Another  common 
option  granted  on  coupon  policies  permits  the  insured  to  pay 
the  premiums  in  full  and  surrender  the  policy  at  the  end  of 
a  specified  number  of  years,  less  than  the  original  premium 
paying  period  for  a  fully  paid  up  policy,  the  usual  period 
under  a  20-payment  life  coupon  policy  being  fifteen  years. 
Most  coupon  policies  also  provide  that  at  the  end  of  the 
original  premium  paying  period,  under  limited  payment 
policies,  the  coupons,  if  not  previously  used,  may  be  converted, 
in   most   cases    subject   to    medical    examination,    into   their 
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equivalent  in  additional  paid  up  life  insurance.  Still  another 
option  sometimes  given  is  that  if  coupons  are  not  cashed  as 
they  mature,  but  left  to  accumulate  at  interest  in  the  com- 
pany's hands,  a  fully  paid  up  policy  for  the  amount  insured 
will  be  issued  whenever  such  accumulations,  together  with 
the  legal  reserve  of  the  policy  equal  the  net  single  premium 
for  the  original  amount  insured  at  the  attained  age. 

Still  other  options  might  be  mentioned,  such  as  those  which 
provide  for  the  purchase  of  pure  endowment  additions  and 
providing  for  the  maturing  of  a  life  policy  as  an  endowment 
for  its  face  value  at  the  end  of  a  specified  number  of  years, 
but  enough  has  been  said  to  show  clearly  that  coupon  policies 
frequently  provide  additional  benefits  of  certain  value  which 
are  not  generally  found  in  the  corresponding  regular  forms 
of  policies.  The  laws  of  some  states  require  that  a  supple- 
mentary table  of  loan  and  non-forfeiture  values  shall  be  in- 
cluded in  coupon  policies,  which  provide  for  the  conversion 
of  coupons  into  a  specified  form  of  insurance,  so  that  the 
insured  is  thus  protected  against  the  forfeiture  of  any  accrued 
benefit.  I  quote  the  following  from  a  form  of  coupon  policy 
which  seems  to  me  to  be  free  from  any  material  objection: 

GUARANTEED    PREMIUM    REDUCTION 

The  company  guarantees  that  upon  payment,  each  renewal 
premium  may,  at  the  option  of  the  insured,  be  reduced  by 
surrender  of  the  corresponding  coupon  attached  hereto ;  or, 

If  the  insured  shall  pay  all  premiums  in  cash  without 
reduction  the  principal  sum  insured  under  this  policy  will 
be  automatically  increased  by 

GUARANTEED    ADDITIONAL    PAID-UP    INSURANCE 

making  the  total  amount  payable  in  the  event  of  the  insured's 
death  the  sum  stated  in  column  4  of  the  table  on  page  four 
hereof,  for  the  policy  year  in  which  death  occurs. 

After  premiums  have  been  paid  in  cash  without  reduction 
for  fifteen  years  from  the  date  hereof,  the  insured  shall  be 
entitled  to  a  fully  paid-up  life  policy  for  not  less  than  the 
principal  sum  insured  hereunder,  upon  written  request  there- 
for to  the  home  office  of  the  company  and  legal  surrender  of 
this  policy  with  all  attached  coupons  and  all  paid-up  additions. 

OPTIONAL  ACCUMULATION  OF  COUPONS  AT  INTEREST 

In  lieu  of  the  guaranteed  premium  reduction  or  additional 
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paid-up  insurance  provided  for  above,  on  written  request  of 
the  insured  and  surrender  of  the  attached  coupons  as  they 
become  due,  the  cash  value  of  said  coupons  may  be  placed  in 
a  special  deposit  account  to  the  credit  of  this  policy  and 
accumulated  with  compound  interest  at  the  rate  of  three  and 
one-half  per  cent  per  annum.  Such  accumulated  credits  may 
be  withdrawn  in  cash  on  any  anniversary  of  this  policy,  and 
if  not  so  withdrawn  will  be  payable  at  death  along  with  the 
principal  sum  insured  hereunder.  If  all  coupons  are  deposited 
and  accumulated  until  the  end  of  twenty  years  from  the  date 
hereof,  the  company  guarantees  that  the  cash  surrender  value 
of  this  policy  and  accumulated  credits  will  amount  then  to 
seven  thousand  eight  hundred  and  forty  dollars. 

Coupon  No.  4.  $80.00. Life  Insurance  Com- 
pany will  pay  to  the  owner  of  this  policy  at  its  home  office, 
eighty  dollars  and  no  cents  upon  presentation  of  this  coupon 
with  annual  premium  due  July  ist,  1917;  provided  all  pre- 
miums previously  due  have  been  paid.     Policy  No.  Specimen. 

(Back  of  Coupon.) 

Paid-up  addition  for  this  coupon  one  hundred  ninety  dol- 
lars payable  at  death  along  with  principal  sum  insured  but 
reconvertible  at  any  time,  on  surrender  of  coupon,  into  its 
net  value  in  cash. 

When  the  options  at  the  command  of  the  insured  in  the 
above  policy  are  considered,  I  am  of  the  opinion  that  a  reason- 
able case  could  be  made  out  by  the  company  for  increasing 
the  net  cost  of  the  insurance.  As  a  matter  of  fact,  however, 
in  this  particular  policy  the  present  value  of  the  premiums 
less  coupons  is  exactly  equal  to  the  present  value  of  the 
premiums  under  the  corresponding  regular  form  of  policy. 

There  are  some  disadvantages  to  the  coupon  policy  which 
have  not  been  generally  mentioned  in  these  criticisms  which 
have  been  made.  If  the  premiums  are  fixed  so  that  the  net 
cost  of  protection  is  not  greater  than  under  the  regular  forms 
of  policies,  it  is  necessary  for  a  less  percentage  rate  of  com- 
mission to  be  paid  the  first  year  if  the  company  is  to  escape 
loss  on  account  of  the  reduced  rate  of  premium  received  after 
the  first  year.  There  are  very  practical  objections  to  such  a 
reduction  in  the  rate  of  first  year  commission.  Then  there  is 
a  large  expense  in  the  additional  work  required  at  the  home 
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office  to  care  for  the  matured  coupons,  both  through  the 
regular  books  of  the  company  and  in  calculating  the  reserve 
on  such  as  have  not  been  surrendered.  The  difference  be- 
tween the  rate  of  interest  allowed  on  coupons  when  left  to 
accumulate  or  applied  to  purchase  paid  up  additions  and  the 
rate  of  interest  which  can  be  realized  by  a  company  is  not 
too  great  a  recompense  for  this  additional  trouble. 

Special  forms  of  policy  are  apt  to  be  boomerangs  to  any 
company,  stimulating  production  only  temporarily  and  later 
being  more  easily  twisted  or  misrepresented  by  agents  of 
competing  companies.  The  simpler  the  form  of  contract  and 
the  simpler  the  benefit  guaranteed,  the  better  is  the  policy  for 
both  the  insured  and  the  company.  The  popularity  of  the 
coupon  policy  seems  to  be  on  the  wane. 

I  have  purposely  not  touched  upon  the  method  of  calculat- 
ing the  reserves  under  coupon  policies  with  increasing  guaran- 
teed reduction  of  premiums.  There  has  been  some  difference 
of  opinion  manifested  amongst  Actuaries  as  to  whether  any 
additional  reserve  is  necessary  when  the  premium  less  the 
coupon  is  not  less  than  the  net  premium  for  the  regular 
policy.  There  is  no  question  in  my  mind  that  where  the 
coupons  increase  from  year  to  year,  a  net  level  premium  to 
provide  for  the  coupons  should  be  calculated  and  a  correspond- 
ing addition  made  to  the  reserve ;  but  on  this  matter,  I  under- 
stand another  member  of  the  institute  has  in  preparation  a 
paper  for  submission  to  the  next  meeting. 

SUMMARY    OF    INFORMATION    OBTAINED     FROM 
COMPANIES   ISSUING  COUPON  AND  PRE- 
MIUM REDUCTION  POLICIES 

Coupon  and  premium  reduction  policies  appear  to  be  issued 
by  about  sixty  life  insurance  companies.  The  following  data 
has  been  compiled  from  the  returns  furnished  by  forty  of 
these  companies,  all  that  replied. 

In  the  case  of  ten  companies,  the  policies  provide  for  a 
level  coupon,  and  in  twenty-four  companies  the  policies  pro- 
vide for  coupons  which  increase  from  year  to  year.  The 
sions,  usually  ten  per  cent  greater,  and  four  pay  less  corn- 
policies  of  four  companies  provide  for  coupons  which  increase 
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during  the  first  five  years  of  the  policy,  but  remain  level 
thereafter. 

Only  eighteen  of  the  forty  companies  grant  the  privilege 
of  converting  coupons  as  they  mature  into  paid-up  additions. 
Four  companies  provide  for  the  automatic  conversion  of  the 
coupons  into  paid-up  additions  if  they  are  not  applied  to 
reduce  premiums  within  the  days  of  grace.  Nine  companies 
provide  for  conversion  of  matured  coupons  into  paid-up 
additions  at  any  time  upon  request,  and  five  companies  pro- 
vide for  conversion  of  coupons  at  maturity  into  paid-up 
additions,  provided  this  option  is  selected  within  one  year 
after  issue  of  the  policy. 

Eleven  out  of  the  forty  companies  provide  for  the  con- 
version of  accumulated  coupons  into  paid-up  additions  at  the 
end  of  the  premium  paying  period,  subject  to  evidence  of 
health  satisfactory  to  the  company  at  that  time.  Several 
companies  do  not  provide  for  the  conversion  of  accumulated 
coupons  in  this  way,  although  they  do  provide  for  the  con- 
version of  coupons  into  paid-up  additions  as  they  mature 
from  year  to  year. 

The  information  regarding  commissions  paid  on  coupon 
policies  was  not  exactly  definite,  but  it  appears  that  appro.x- 
imately  twenty-seven  companies  pay  the  same  percentage  ratt 
of  commission  upon  coupon  policies  as  they  do  upon  the  cor- 
responding regular  forms,  while  seven  pay  larger  commis- 
missions,  varying  from  five  to  fifteen  per  cent. 

An  attempt  was  made  to  ascertain  the  average  percentage 
of  matured  coupons  which  were  applied  to  reduce  premiums 
or  surrendered  for  cash,  but  the  percentage  reported  varied 
from  five  per  cent  to  ninety-five  per  cent,  and  there  were  no 
indications  of  anything  like  a  uniform  experience.  Probably 
if  information  had  been  requested  as  to  whether  the  coupon 
was  referred  to  in  the  premium  notice,  and  as  to  the  percent- 
age of  the  first  maturing  coupon  surrendered  during  the 
second,  third  and  subsequent  years  and  similarly  of  the  second 
maturing  coupon  surrendered  during  the  third,  fourth  and 
subsequent  years  and  so  on,  an  average  might  have  been 
obtained. 

The  experience  of  the  Southwestern  Life  Insurance  Com- 
pany over  a  period  of  five  years  indicates  that  by  the  end  of 
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the  fifth  year  approximately  fifty  per  cent  of  the  matured 
coupons  will  have  been  either  used  to  reduce  premiums  or 
surrendered  for  cash,  but  the  experience  of  the  same  com- 
pany also  indicates  that  coupons  are  not  now  being  nearly 
fco  often  applied  in  this  way  as  formerly. 

A  test  was  made  of  all  policies  obtained  to  see  what 
difference,  if  any,  existed  between  the  present  value  of  the 
premiums  under  the  regular  20-payment  life  form  of  policy 
and  the  present  value  of  the  premiums  less  coupons  under  the 
20-payment  life  coupon  policy.  In  the  case  of  two  com- 
panies, there  was  found  to  be  no  discrimination  whatever 
against  the  holder  of  the  coupon  policy;  but  in  the  case  of 
most  companies  there  was  a  discrimination  against  the 
coupon  policy  holder  amounting  to  approximately  one  coupon. 
In  a  few  cases,  the  discrimination  appeared  to  be  much 
greater  than  one  coupon.  It  is,  however,  only  fair  to  say  that 
a  detailed  comparison  between  the  coupon  policy  and  the 
corresponding  regular  form  was  not  made,  so  that  it  is 
possible  the  coupon  form  contains  benefits  not  also  contained 
by  the  regular  form. 

OFFICE  SYSTEM  FOR  THE  CARE  OF  COUPONS 

(By   P.   V.    Montgomery,  Assistant  Actuary,   Southwestern 
Life  Insurance  Co.) 

The  system  of  accounting  for  matured  coupons  herein 
described  was  devised  with  the  object  of  providing: 

(i)  An  accurate  method  of  ascertaining  the  reserve  for 
matured  coupons, 

(2)  A  method  of  obtaining  the  amount  of  additional 
insurance  in  lieu  of  matured  coupons. 

(3)  A  convenient  means  of  readily  ascertaining  the 
manner  m  which  any  coupon  under  a  particular  policy  was 
used,  and 

(4)  A  method  of  obtaining  the  interest  required  to  main- 
tain the  reserve  for  coupons  accumulated  at  interest. 

To  attain  these  objects,  two  records  were  necessary.  The 
first  was  a  folder  in  the  form  shown  below,  giving  a  per- 
manent and  detailed  record  of  reserve  calculations  and  pro- 
viding a  place  for  safely  keeping  the  surrendered  coupons. 
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Sheet  A 
Sheet  B 

To  supplement  these  folders  so  as  to  make  certain  no 
Coupon  Policy  was  overlooked  and  to  afford  in  bound  form  a 
summary  of  the  information  given  on  the  folder,  a  special 
register  for  Coupon  Policies  was  drawn  up  in  the  following 
form : 

Sheet  C 

The  folder  is  made  out  and  carefully  checked  at  issue  of 
a  Coupon  Policy,  along  with  all  other  cards  and  records.  It 
is  then  entered  in  the  register  by  completing  the  columns 
under  the  heading  "Policy  Data,"  and  filed  numerically  under 
the  month  in  which  the  premium  falls  due.  Whenever  an 
entry  is  made  on  a  folder,  the  corresponding  entry  must  be 
made  in  the  register. 

If  a  Coupon  Policy  is  terminated,  the  folder  is  so  marked 
and  any  necessary  adjustment  of  the  reserve  and  Paid-up 
Additions  made.  If  a  credit  to  the  Insured  remains  on  account 
of  matured  coupons  not  used,  this  may  be  carried  on  the 
folder  until  all  chance  of  reinstatement  is  past  and  then  paid 
or  transferred  to  an  unclaimed  surrender  account  and  the 
folder  taken  out  of  the  file.  Any  Paid-Up  addition  may  be 
continued  in  force  and  the  reserve  therefor  shown  on  the 
folder. 

The  surrender  of  a  matured  coupon  is  recorded  on  the 
folder  under  the  column  headed  "Apply  to  Premium  Reduc- 
tion," and  any  necessary  adjustment  or  carrying  forward  of 
the  reserve  is  made  at  the  same  tim.e.  If  a  coupon  is  re- 
tained by  the  Insured  or  deposited  for  accumulation  at  in- 
terest, the  entry  is  made  in  the  proper  column,  and  the  neces- 
sary reserve  for  the  end  of  the  year  is  immediately  entered 
in  the  reserve  column,  and  proper  notation  made  either  on 
the  folder  or  on  the  coupon  itself. 

If  the  policy  provides  that  the  coupons  may  be  applied  to 
the  purchase  of  Paid-Up  Additions,  the  amount  of  such  addi- 
tion when  claimed  is  entered  on  the  folder  and  the  total  addi- 
tions brought  forward.  The  reserve  is  entered  up  at  the  same 
time  in  readiness  for  taking  off  the  company's  reserve  lia- 
bility on  December  31. 
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When  a  coupon  is  tendered  in  part  payment  of  a  premium, 
the  entries  on  the  books  of  the  company  are  simple.  The  full 
amount  of  the  premium  is  entered  in  the  Policy  Cash  Book 
in  the  "Renewal  Premium"  column  and  the  coupon  in  a  column 
headed  "Coupons  Surrendered,"  any  cash  difference  of  course 
being  charged  to  the  bank.  At  the  end  of  the  month,  in  the 
same  way  that  the  total  of  the  Renewal  Premium  column  is 
posted  directly  from  the  Policy  Cash  Book  to  the  Ledger,  the 
total  of  the  column  "Coupons  Surrendered"  is  also  placed  to 
the  debit  of  a  special  ledger  account  also  called  "Coupons 
Surrendered." 

Taking  off  the  reserve  or  amount  of  Paid-Up  Additions  on 
December  31  is  ihen  simply  a  task  of  adding  up  the  register, 
the  reserves  having  of  course  been  entered  there  when  cal- 
culated and  entered  on  folders.  A  check  of  this  result  may  be 
obtained  by  addition  of  the  corresponding  items  on  the  folders 
themselves.  An  absolute  check  may  be  made  in  case  of  wide 
variance  by  putting  the  folders  in  numerical  order  and  check- 
ing the  ?mount  of  reserve  or  additions  against  the  register, 
item  by  item.  Agreement  of  results  in  this  way  insures  having 
a  folder  for  every  policy  entered  in  the  register  and  precludes 
the  possibility  of  not  detecting  the  loss  or  misplacement  of  a 
folder  and  any  coupons  that  may  be  attached  to  it.  A  check 
on  the  ledger  account  "Coupons  Surrendered"  and  a  test 
showing  that  all  surrendered  coupons  have  been  properly  re- 
corded and  filed  may  be  obtained  by  totalling  the  amount  of 
coupons  surrendered  from  the  folders  and  comparing  the  re- 
sult with  the  Ledger  account. 

To  obtain  the  interest  required  to  maintain  the  reserve  for 
coupons  accumulating  at  interest,  it  is  only  necessary  to  run 
through  the  folders,  adding  the  amount  of  interest  stated  in 
column  two  on  the  front  of  the  folder  headed  "Calculation 
of  Reserve,  etc.,"  and  the  constant  amount  of  interest  on  the 
coupon  to  December  31  from  the  date  of  its  maturity  given 
at  the  top  of  the  folder. 

The  system  herein  described  was  especially  made  to  account 
for  level  coupons  under  policies  which  provide  that  coupons 
shall  either  accumulate  at  interest  or  be  applied  to  the  pur- 
chase of  Paid-Up  Additions.  For  policies  containing  other 
provisions  or  methods  of  using  the  coupons,  various  modi- 
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fications  of  the  folder  and  register  and  mode  of  their  use 
will  readily  suggest  themselves. 

DISCUSSION 

MR.  SEITZ :  Mr.  President,  about  a  year  or  so  ago  I  had 
a  discussion  with  one  of  our  worthy  members  as  to  the  method 
of  handling  the  computation  of  premiums.  Now  my  custom 
has  been  to  take  the  regular  net  premium  for,  say  your  20- 
payment  life,  and  add  to  that  a  level  net  premium  for 
these  increasing  coupons,  and  I  supposed  that  was  the  only 
way  they  were  handled;  but  another  member  uses  it  some- 
what differently.  That  is,  he  would  decrease  his  premium 
and  make  it  a  strictly  reducing  net  premium  policy ;  whereas 
I  used  the  level  net  premium  policy.  He  said  he  thought  the 
loading  ought  to  be  different.  The  premium  might  be  reduced 
$15,  and  therefore  we  ought  not  to  get  so  much  loading  in 
twenty  years,  from  that  same  policy  holder,  as  we  did  in  the 
second  year.  On  my  method  the  loading  would  be  the  same 
the  second  year  as  the  twentieth  year,  because  the  net  pre- 
mium would  be  the  same.  If  you  have  two  net  premiums,  both 
level,  why  could  not  the  loading  be  level,  just  like  any  straight 
level  premium  policy? 

I  think  it  would  be  interesting  if  some  of  the  members 
here  who  have  a  class  of  that  kind  would  state  how  they 
handle  them. 

I  use  the  level  premium,  and  say  the  premium  at  age  thirty- 
five  would  be  five  dollars;  that  would,  of  course,  start  with 
a  coupon  of,  say  a  little  over  three  dollars,  and  run  up  to 
maybe  ten  or  twelve  dollars.  Now,  naturally,  with  the  five 
dollar  net  premium  there  will  be  an  accumulation  of  reserve, 
which  will  be  handled  in  connection  with  the  level  net  premium 
for  the  increasing  temporary  annuity.  In  that  connection 
I  maintain  an  additional  reserve,  and  always  have,  even  since 
1906,  when,  or  a  little  before  that,  began  our  troublesome 
modified  preliminary  term  discussion.  I  don't  know  whether 
I  foresaw  what  would  be  the  result,  but  it  is  a  fact  that  I 
then  began  maintaining  an  additional  reserve,  so  that  if  the 
matter  crystallized  into  legislation  I  would  be  prepared.  If 
the  reserve  has  run  up,  around  the  ten-year  period,  to  five  or 
six  or  ten  dollars,  on  business  the  company  did  then,  the 


1913]  American  Institute  of  Actuaries  17 

maximum  surrender  charge  on  the  regular  reserve  would  be 
fifteen  dollars. 

Maybe  Mr.  Buttolph  would  gladly  discuss  the  other  side 
of  it. 

MR.  HYDE:  The  issuing  of  coupon  policies  began  with 
us  about  two  years  ago.  I  computed  those  policies  as  strictly 
premium  reduction  policies,  without  reference  to  whether  they 
had  coupons  or  not,  and  found  the  initial  net  premium  on 
which  were  based  subsequent  net  premiums  reduced  year  by 
year,  by  certain  percentages,  the  gross  premiums  being  simi- 
larly treated.  The  reserves  I  computed  on  the  same  basis,  just 
as  if  the  policy  was  simply  and  solely  a  reducing  premium 
policy,  without  reference  to  coupons.  The  result  was  that 
the  reserves  were  started  a  little  larger — they  started  on  the 
second  year  with  the  reserve  a  little  larger  than  the  reserve 
on  an  ordinary  twenty-payment  life  policy — the  difference 
between  them  increasing  to  the  maximum  somewhere  about  the 
eleventh  or  twelfth  year,  and  then  decreasing  to  no  difference 
at  the  time  the  policy  was  paid  up  at  the  end  of  twenty  years. 
It  seems  to  me  that  that  is  really  the  correct  way  to  treat  these 
things. 

Now,  as  regards  dealing  with  the  coupons  themselves — of 
course,  that  is  somewhat  complex,  we  might  say,  but  the  way 
I  have  insisted  upon  its  being  done  is  to  treat  the  premium 
that  is  due  any  year  as  a  reduced  premium,  and  the  coupon, 
if  it  is  presented  at  that  time,  simply  reduces  the  original 
premium.  The  coupon  is  actually  paid  as  if  it  were  a  note.  If 
the  coupon  is  not  presented,  but  is  retained  with  the  policy, 
then  it  becomes  a  liability  against  the  Company  and  stands  for 
its  face,  and  the  accumulation  of  interest  from  year  to  year. 
That  is  the  way  we  treat  it. 

MR.  BUTTOLPH :  Mr.  President,  I  hope  Mr.  Seitz  did 
not  expect  me  to  argue  that  there  should  be  no  greater  reserve 
under  this  coupon,  or  decreasing  premium  policy,  than  under 
a  regular  form  of,  say  20-payment  life,  because  that  has  never 
been  my  position.  I  have  always  very  stoutly  defended  the 
opposite  theory. 

In  regard  to  the  computation  of  net  premiums,  it  seems  to 
me  that  most  of  these  contracts — but  before  I  go  any  further 
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I  want  to  say  that  my  opinion  changed  at  one  time ;  I  have 
not  always  held  this  same  opinion — but  it  .seems  to  me  that 
most  of  these  contracts  are,  by  their  forms,  by  their  very 
name,  decreasing  premium  policies,  and  primarily  so.  Any- 
thing that  makes  them  otherwise  is  in  the  nature  of  an  option, 
in  a  majority  of  the  cases,  which  can  be  exercised  by  the  in- 
sured, if  he  so  desires.  Now,  assuming  that  they  are  decreas- 
ing premium  policies,  it  seems  to  me  that  the  only  logical  con- 
clusion is  that  a  decreasing  gross  premium  presupposes  a  de- 
creasing net  premium,  just  as  a  level  gross  premium  presup- 
poses a  level  net  premium,  unless  there  is  something  very 
decided  in  the  contract  to  the  contrary.  And  assuming  that 
a  decreasing  net  premium  does  go  with  a  decreasing  gross 
premium,  then  it  is  only  fair  to  assume  that  the  net  premium 
decreases  according  to  the  same  mathematical  law  that  gov- 
erns the  decrease  in  a  gross  premium.  If  that  theory  is  fol- 
lowed out  in  the  calculation  of  the  premium  we  don't  get  a 
net  premium,  which  covers  the  entire  amount  of  the  decrease 
presented  by  the  coupons.  We  get  a  decrease  in  the  net  pre- 
mium of  a  certain  portion  of  the  amount  represented  by  the 
coupons,  and  a  decrease  in  the  loading  for  the  balance. 

Now,  I  remember  at  one  time  having  had  an  argument  on 
that  very  subject  with  Major  Brinkerhoff,  when  he  was  Ac- 
tuary of  the  Illinois  Department.  The  Major  had  taken  the 
other  stand,  that  a  net  premium  must  cover  the  entire  amount 
represented  by  the  coupon.  In  my  argument  with  him  I  cited 
to  him  an  extreme,  but  yet  a  practical  case,  because  such  form 
of  policy  was  then  being  issued  by  a  company  of  which  I  had 
personal  knowledge.  It  was  this :  The  company  issued  a  20- 
payment  life  policy  with  coupons,  the  first  coupon  equalling 
5  per  cent,  of  the  first  year's  premium,  the  second  coupon  10 
per  cent.,  and  so  on,  until  the  nineteenth  coupon,  which  was 
available  for  use  in  the  payment  of  the  twentieth  premium, 
equalling  95  per  cent,  of  the  first  year's  gross  premium.  Now, 
the  loading  on  that  policy  was  10  per  cent.  I  recited  this 
fact  to  Major  Brinkerhoff  and  called  his  attention  to  the  fact 
that  if  he  applied  his  theory  to  the  calculation  of  net  premiums, 
on  the  valuation  of  that  policy,  he  came  out  with  what  I 
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maintained  was  an  absurdity,  namely,  a  net  premium  for  the 
twentieth  year,  of  a  negative  quantity ;  and  I  take  some  pleas- 
ure in  saying  that  the  Alajor  thereupon  adopted  my  view  of 
the  case,  and  I  think  the  future  valuations  made  by  the  Illinois 
Department,  while  he  was  the  representative  of  that  De- 
partment, were  in  accordance  with  my  method.  It  seems 
hardly  necessary  to  explain  that  in  all  that  I  have  said  I  have 
had  in  view  that  form  of  decreasing  premium  contracts 
where  the  coupon  is  increasing  in  amount  from  year  to  year, 
and  not  one  in  which  the  decrease  is  the  same  after  the  first 
year. 

MR.  BECKETT:  Mr.  President,  I  have  not  had  recent 
experience  in  calculating  coupon  reduction  policies.  The  ex- 
perience I  have  had  has  been  in  calculating  premium  reduction 
policies  without  coupons,  a  form  of  policy  in  which  the  pre- 
mium, at  the  end  of  ten  years,  is  reduced  50  per  cent.,  the  cash 
at  the  end  of  twenty  years  being  the  premiums  paid.  In  that 
case  we  certainly  calculate  a  net  premium  that  will  permit  of 
such  percentage  reduction.  It  seems  to  me  that  whether  we 
do  or  do  not  have  coupons  we  should  calculate  a  net  premium 
the  same  as  a  premium  reduction  policy. 
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ADVANTAGES   AND    DISADVANTAGES    OF 

BINDING   RECEIPTS   ATTACHED   TO 

THE  APPLICATION 

MR.  DRAPER :  Mr.  President  and  Gentlemen :  My  pur- 
pose in  submitting  this  question  was  more  to  seek  information 
than  to  give  it.  I  have  had  very  limited  experience  in  this 
subject,  but  I  have  had  some  matters  occur  in  the  last  six 
months  that  makes  it  important  for  me,  and  I  presume  others 
here  would  like,  also,  to  get  as  much  information  upon  the 
subject  as  possible. 

At  the  present  time  we  are  using  binding  receipts,  in  which 
there  is  a  binding  receipt  with  a  stub,  which  is  filled  out  and 
signed  by  the  recipient  of  the  receipt,  and  is  sent  to  the  home 
office,  along  with  the  application,  and  a  second  stub  remains 
in  the  binder,  for  the  agent's  benefit. 

One  trouble  we  have  had  has  been  that  when  the  agent 
leaves  the  company — and  we  have  had  several  leave  the  com- 
pany— we  have  had  great  difficulty  in  getting  that  book  back, 
and  we  have  had  an  uncomfortable  feeling  about  what  some 
of  those  agents  might  do  with  those  books.  So  far  as  we 
know  they  have  not  been  used  improperly,  or  have  not  been 
used  at  all ;  but  nevertheless  it  is  an  uncomfortable  feeling 
to  have  books  which  could  be  used  to  bind  the  company  in  a 
serious  manner,  outstanding  in  the  hands  of  agents  no  longer 
in  our  employ. 

Taking  up  the  question  of  having  a  binding  receipt  attached 
to  the  application — this  presents  other  troubles,  and  the  ques- 
tion I  am  anxious  to  get  decided  is,  which  road  presents  the 
least  evils.  When  the  receipt  is  attached  to  the  application 
and  not  numbered,  and  no  way  arranged  for  identifying  a 
particular  receipt  with  a  particular  application,  there  is  noth- 
ing to  prevent  an  agent,  who  so  desires,  taking  the  receipt 
from  one  application  and  fill  it  out  for  some  amount  that  he 
desires,  and  then  tear  off  the  receipt  that  properly  belongs 
to  the  application,  or  not  tear  it  off  and  send  it  in  as  though 
no  premium  had  been  collected.    There  are  a  number  of  things 
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that  could  be  done  if  the  receipts  that  are  attached  to  the  appli- 
cation are  not  arranged  in  some  way  to  identify  them  with 
that  particular  application. 

There  is  also,  of  course,  a  difference  in  the  way  binding 
receipts  read,  which,  to  a  certain  extent,  would  regulate  what 
could  be  done  with  them.  For  the  purpose  of  the  discussion 
at  hand,  however,  the  form  of  binding  receipts  I  have  in  mind 
is  one  that  binds  the  company  in  the  event  the  application  is 
accepted,  and  from  the  moment  of  acceptance.  So  that  the 
conclusion  I  have  reached  so  far  is  that  I  shall  eventually 
adopt  the  receipt  attached  to  the  application,  and  have  it  num- 
bered, and  I  shall  try  to  find  some  type  of  numbering  machine 
or  some  other  -device  that  will  identify  the  receipt  that  belongs 
with  the  particular  application.  I  shall  be  very  glad  indeed  to 
have  any  one  that  has  had  larger  experience  in  this  matter 
give  us  the  benefit  of  that  experience. 

MR.  BOWERMAN :  Mr.  Chairman,  I  would  like  to  ask 
a  question.  Is  there  any  legal  or  actuarial  objection  to  having 
the  receipt  worded  in  such  a  way  that  where  a  premium  is 
paid  in  advance,  and  the  physical,  mental  and  moral  con- 
ditions of  the  applicant,  at  the  time  he  is  examined  by  the 
local  examiners,  are  entirely  satisfactory  to  the  home  office — 
the  insurance  could  take  effect  when  it  was  approved 
by  the  home  office,  even  if  the  man  should  die  between  the 
time  he  was  examined  by  the  local  examiners  and  the  time 
the  thing  was  finally  approved  at  the  home  office? 

I  was  speaking  to  one  of  our  members  before  the  meeting 
this  morning  in  regard  to  that  question,  and  he  referred  me 
to  a  legal  decision  in  a  case  where  exactly  that  thing  hap- 
pened— the  man  died  between  the  time  that  the  premium  was 
paid  and  the  local  medical  examination  made,  and  the 
time  the  application  was  approved  at  the  home  office,  and  he 
said  it  was  a  well-known  principle  in  law  that  the  minds  of 
the  contracting  parties  have  to  meet,  in  order  that  there  shall 
be  any  binding  contract.  He  seemed  to  take  it  for  granted 
that  it  was  impossible  to  have  such  a  situation  as  that  the 
company  could  be  required  to  insure  a  dead  man,  or,  if  they 
had  insured  him,  not  knowing  he  was  dead,  the  contract  should 
be  binding,  because  the  minds  of  the  contracting  parties  could 
not  meet  when  one  of  them  was  actually  dead.    I  then  raised 
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the  question  as  to  what  would  happen  if  the  man  was  actually 
alive,  but  was  so  ill  as  to  be  absolutely  unconscious — he  might 
be  unconscious  and  never  recover  consciousness.  He  said,  in 
answer  to  that,  that  he  was  inclined  to  think  that  if  the  breath 
was  still  in  his  body  the  legal  objection  would  not  apply.  It 
seems  to  me  that  it  would  be  held  that  the  life  insurance  com- 
pany would  be  compelled  to  pay  the  death  loss,  even  if  the  man 
was  dead  at  the  time  they  finally  approved  the  application, 
providing,  of  course,  that  everything  in  regard  to  the  man 
at  the  time  he  was  examined  had  been  entirely  satisfactory. 

MR.  CATHLES :  Mr.  Chairman,  I  only  rise  now  because 
I  am  able  to  give  an  instance  in  direct  reply  to  Mr.  Draper's 
question,  and  bearing  directly  upon  this  decision.  My  com- 
pany has  attached  to  its  application  a  conditional  receipt,  or 
binding  receipt.  The  application  is  numbered  by  the  printer, 
the  same  number  appearing  on  the  binding  receipt.  But  I 
found  the  other  day  that  an  application  had  been  sent  in  with 
the  receipt  still  attached  to  it,  and  when  the  risk  was  finally 
rejected  we  found  that  there  was  a  conditional  receipt  to  take 
up,  simply  detached  from  another  application.  The  trouble  is 
that  you  don't  get  back  all  your  applications  from  your  agents, 
and  every  time  we  print  a  new  lot  of  applications  I  put  a  differ- 
ent series  of  numbers  on  them,  in  order  to  trace  them.  You 
cannot  trace  them  as  long  as  you  have  a  conditional  receipt 
out  that  is  not  numbered,  or  identified  in  some  way.  There 
is  danger  that  the  agent  will  haiid  it  over  to  the  applicant  and 
take  settlement,  and  not  report  the  settlement. 

Of  course,  the  reason  for  binding  receipts  is  very  evident. 
Many  of  the  policies  are  written  by  agents  who  are  not  pre- 
viously known  to  the  men  they  write.  It  is  expecting  a  little 
too  much  of  an  ordinary  human  being  that  he  will  hand  over 
real  money  to  somebody  he  doesn't  know  without  any  sem- 
blance of  an  official  receipt  for  it.  That  is  the  condition  we 
are  up  against.  We  have  got  to  give  the  man  some  sort  of  a 
receipt  for  his  money  if  we  are  going  to  get  the  money  before 
the  policy  is  delivered,  and  we  all  want  to  get  the  money  when 
the  application  is  taken.  I  think  if  it  were  not  for  that  few 
companies  would  care  to  have  binding  receipts  at  all,  with  all 
the  undesirable  complications  accompanying  them. 
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MR.  DRAPER:  It  is  not  so  much  the  getting  of  the 
money  that  I  think  is  necessary  in  these  cases,  because  the 
loss  of  a  few  dollars  in  premiums  is  an  unimportant  matter, 
as  compared  with  the  binding  of  the  company  on  a  risk  that 
perhaps  we  do  not  want. 

The  Prudential  had  a  case,  and  I  think  one  of  the  Indian- 
apolis companies  had  a  case  recently — the  Prudential  had  a 
case  where  the  binding  receipt  was  torn  from  one  appHcation 
and  used  with  another,  and  they  were  only  saved  by  the  fact 
that  in  tearing  off  the  binding  receipt  that  was  used  they  tore 
off  a  little  bit  of  the  application,  and  it  was  an  easy  matter 
to  identify  the  fact  that  the  receipt  that  was  used  did  not 
belong  to  the  application.  The  application  came  in  with  the 
binding  receipt  attached  to  it.  That  is  why  I  put  so  much 
emphasis  on  the  fact  of  adopting  some  means,  either  a  wavy 
line,  rubber  stamp,  stamping  across  the  division  line  between 
application  and  receipt,  or  something  of  that  kind,  to  identify 
the  receipt  with  the  application  to  which  it  belongs. 

MR.  ARNOLD :  I  will  say  that  years  ago  we  had  in  use 
binding  receipts  in  connection  with  our  applications,  but  we 
gave  that  up  because  we  had  so  much  trouble  with  them.  We 
got  away  from  the  binding  receipt  on  the  application  and  is- 
sued a  book  of  binding  receipts  with  a  coupon  stub,  and  the 
agent  was  required  to  make  a  report  on  that,  and  in  the 
application  the  policy  holder  stated  whether  or  not  he  had 
made  a  payment,  and  whether  or  not  he  had  received  the  bind- 
ing receipt.  That  was  a  somewhat  better  check  than  the  re- 
ceipt attached  to  the  application,  but  even  with  that  we  had 
considerable  trouble,  and  we  gave  that  matter  up  years  ago. 

MAJOR  CARR:  The  agent  just  gives  his  personal  re- 
ceipt? 

MR.  ARNOLD :  Yes ;  we  issue  a  form  of  receipt  for  the 
use  of  the  agent,  and  that  receipt  states  that  if  the  applica- 
tion is  not  approved  the  payment  will  be  returned.  That  is 
just  a  receipt  for  the  money.  It  is  not  binding,  and  if  unfav- 
orable action  is  taken  of  course  the  applicant  is  immediately 
notified  that  the  agent  will  refund  any  payment  made. 

MR.  SEITZ:  I  notice  from  the  records  of  our  own  com- 
pany that  we  have  had  applications  with  the  binding  receipt 
on,  and  then  maybe  a  year  after  that  there  comes  a  set  of 
coupon  books  that  another  agency  man  thinks  are  a  good  thing, 
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and  then  another  agency  man  comes  along  and  he  don't  think 
they  amount  to  a  hill  of  beans,  and  they  are  dropped.  I, 
myself,  don't  think  it  amounts  to  anything  so  far  as  the  com- 
pany checking  up  its  results  is  concerned.  They  cannot  be  con- 
clusive, and  they  don't  do  the  company  any  good,  except  from 
the  agency  standpoint.  If  the  agency  man  thinks  they  are 
good  he  wants  them  on.  We  have  a  lot  of  those  stuck  around 
the  ofifice,  but  just  now  we  are  not  using  them  at  all,  for  the 
reason  that  the  agency  man  who  is  at  present  in  charge  don't 
think  one  way  or  the  other  about  it.  So  that  from  my  stand- 
point, while  it  is  not  conclusive  to  the  company,  as  to  the  pay- 
ments, it  is  of  no  particular  account ;  and  so,  if  the  agency 
man  likes  them,  give  them  to  him  and  let  him  make  whatever 
use  he  wants  to  make  of  them. 
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POLICIES  SUBJECT  TO  NOTES  OR  LOANS  TO  BE 
TREATED  AS  LAPSES  OR  SURRENDERS 

AIR.  NITCHIE:  I  find  that  the  practice  of  companies  is 
not  uniform  in  the  treatment  of  poHcies  terminated  upon  non- 
payment of  cash  loans,  premium  notes  or  automatic  premium 
loans.  It  has  occurred  to  me  that  a  discussion  of  this  subject 
might  be  profitable. 

In  some  cases  premium  notes  are  accepted  before  the 
policies  have  by  their  terms  acquired  loan  values.  Upon  non- 
payment of  such  a  note  the  termination  is  by  some  regarded 
and  reported  as  a  lapse ;  by  others  it  is  treated  as  a  surrender — 
to  the  extent,  at  least,  of  the  reserve,  if  any,  the  balance  of 
the  notp  being  included  in  the  amount  of  notes  voided  by 
lapse. 

After  a  policy  has  been  in  force  long  enough  to  be  entitled 
to  a  surrender  value,  such  value  is  exhausted  and  the  policy 
terminated,  either  immediately  or,  as  is  more  usual  under  the 
present  standard  provisions,  at  the  next  premium  date.  In 
such  cases  I  find  that  the  termination  is  by  some  treated  as  a 
surrender,  although  the  only  formal  relinquishment  is  in  the 
conditions  of  the  loan  agreement.  With  others  this  seems 
to  be  more  appropriately  designated  as  a  lapse,  especially  in 
cases  where,  under  the  standard  provisions  the  loan  is  neces- 
sarily extended  until  the  premium  date — the  lapse  being  con- 
strued as  resulting  from  the  non-payment  of  the  premium. 
I  question  if  this  is  consistent  with  the  standard  provisions, 
under  which  a  cash  value  must  be  paid,  and  this  is  given  in 
the  form  of  the  canceled  note.  On  the  other  hand  the  stand- 
ard "prohibitions"  forbid  "forfeiture"  while  the  indebtedness 
is  less  than  the  loan  value,  thus  recognizing  a  forfeiture  in 
case  of  such  exhaustion. 

There  appears  to  be  plausible  justification  for  each  of  the 
above  theories.  Uniformity  of  practice  is  desirable,  but  such 
practice  should  be  the  best  from  a  legal  point  of  view,  not 
only   in   fixing   the   finality   of   the   termination,   but   also   in 


26  The  Record  [November 

guarding  the   company   from  the   charge   of   discrimination. 

When  considering  this  matter  several  months  ago,  I  sub- 
mitted the  question  to  the  IlHnois  Department.  The  superin- 
tendent replied : 

"It  is  my  opinion  that  the  method  of  handling  these  cases 
should  be  governed  by  the  terms  of  the  policy.  If  the  policy 
is  terminated  after  it  has  by  its  terms  acquired  a  surrender 
value,  it  should  be  treated  as  a  surrender,  regardless  of 
whether  there  was  a  cash  loan,  or  automatic  premium  loan, 
or  premium  note,  outstanding  at  the  date  of  termination.  If, 
on  the  other  hand,  the  policy  is  terminated  by  non-payment 
of  a  premium  or  premium  note  before  the  policy  has  by  its 
terms  acquired  a  surrender  value,  it  should  be  reported  as  a 
lapse." 

This  accords  with  my  own  judgment  as  being  the  proper 
treatment  of  such  cases,  unless  it  should  clearly  appear  that 
it  is  not  the  best  and  safest  course  for  the  company,  in  view 
of  the  considerations  above  suggested. 

MR.  PATTERSON :  Mr.  President,  it  seems  to  me  that 
the  solution  of  this  problem  depends  upon  the  form  of  the 
note  taken.  If  the  note  states  that  they  shall  not  be  considered 
as  payment  of  the  premium  if  not  paid  at  maturity,  I  fail  to 
see  how  that  premium  could  be  considered  as  having  been 
paid.  The  policy  would  lapse  if  these  notes  were  not  paid. 
On  the  other  hand,  if  the  note  was  an  absolute  note,  the  policy 
would  be  surrendered. 

MR.  NITCHIE:  If  the  note  was  given  for  the  third 
premium  it  would  come  under  standard  provisions.  When  the 
note  was  given  the  insurance  was  in  force  until  the  note  ma- 
tured, and  under  the  standard  provision  that  policy  has  ac- 
quired a  value. 

MR.  NITCHIE:  If  it  is  a  premium  note,  it  is  a  loan  on 
that  policy,  from  the  very  fact  that  you  regard  the  policy  in 
force  after  taking  that  note. 

MAJOR  CARR:  Doesn't  it  depend  altogether  upon  the 
form  of  the  note?  For  instance,  I  know  a  number  of  com- 
panies that  use  two  forms  of  notes — one  is  used  in  paying  the 
second  premium,  which  is  really  only  an  extension  of  time  for 
payment  but  which  provides,  perhaps,  that  the  full  note  shall 
be  collectible,  but  shall  not  pay  the  premium,  or  merely  that 
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the  portion  of  the  premium  covered  by  the  note  that  has  been 
earned  shall  be  collectible.  Then  for  succeeding  premiums 
they  may  use  a  form  of  note  which  provides  for  an  extension 
of  time  in  the  payment  of  the  premium,  at  the  end  of  which 
time,  if  it  is  not  paid,  the  note  becomes  a  lien  against  the  policy, 
or  a  premium  loan.  I  think  in  that  case  Mr.  Nitchie's  point 
would  be  exactly  correct — that  the  premium  is  then  paid  and 
the  policy  is  continued,  and  if  the  policy  be  terminated  by  non- 
payment of  succeeding  premium  such  termination  would  be 
classified  as  a  surrender.  But  if  the  note  taken  be  merely  an 
agreement  for  an  extension  of  time  of  payment  and  such  pay- 
ment is  not  made  as  agreed — then  no  payment  of  premium  has 
been  made  and  the  termination  of  the  policy  as  provided  for 
in  the  note,  should,  it  would  seem,  be  classified  as  a  lapse. 

MR.  ARNOLD :  The  insurance  may  be  extended  for  sixty 
or  ninety  days,  and  there  may  be  a  provision  in  the  note  that 
the  whole  amount  of  the  note  shall  be  earned  as  premium  for 
insurance  during  the  period  that  the  note  runs,  or  there  may 
be  a  provision  in  the  permium  note  setting  up  the  rule  for 
determining  the  earned  premium,  and,  in  either  event,  that  the 
insurance  shall  terminate  at  the  end  of  the  maturity  date 
of  the  note,  and  thereafter  it  could  not  be  regarded  as  a 
loan,  but  would  be  regarded  as  a  lapse,  and  not  a  sur- 
render, 

MAJOR  CARR:  Mr.  President,  I  had  understood  that 
this  subject  was  intended  to  raise  the  point,  where  there  was 
not  a  physical  surrender  of  a  policy,  or,  at  least,  a  surrender 
of  the  receipt  given,  whether  or  not  policies  so  terminated 
should  not  be  classified  as  lapses.  I  believe  there  are  companies 
which  do  so  classify  their  terminated  policies.  In  other  words, 
unless  an  actual  surrender  of  the  policy  is  made  they  classify 
them  as  a  lapse ;  whereas  other  companies,  if  the  policy  has 
a  surrender  value,  classify  them  as  surrendered  in  the  policy 
exhibit  and  in  their  records. 

MR.  RAUB :  Very  few  companies  are  carrying  notes  as 
premium  notes  at  all — it  is  merely  an  agreement  for  an  exten- 
sion. I  want  to  call  Mr.  Beckett's  attention  to  a  recent  decision 
along  that  line.  I  read  a  case  the  other  day  where  the  statute 
was  similar  to  ours,  where  the  dividend  would  be  payable  on 
condition  of  the  payment  of  a  subsequent  premium.    In  taking 
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this  premium  extension  note — and  it  was  a  clean-cut  one — they 
had  deducted  the  dividend.  The  court  "held"  that  that  was 
considered  a  payment  of  the  premium,  because  they  had 
"deducted  the"  dividend  "from  the"  note.  I  just  wanted  to 
call  your  attention  to  that  decision. 

MR.  BUTTOLPH:  My  experience  has  been  that  in 
almost  every  instance  the  company,  in  taking  a  note,  takes  the 
note  for  the  full  amount  of  the  premium,  without  reference  to 
the  dividend.  The  dividend  settlement  is  made  when  the  note 
is  paid,  if  it  is  paid  in  cash. 

MR.  MEAD :  I  would  like  to  ask  a  question  suggested  by 
in  the  notes  of  many  of  the  companies  that  a  certain  portion 
a  remark  of  the  President  and  that  is  regarding  the  provision 
of  the  note  be  collectible,  or  all  of  it,  as  compensation  for  the 
trouble  of  extension  and  for  the  insurance  covered  by  the 
period  of  extension — whether  the  courts  have  set  any  limit  as 
to  the  amounts  that  shall  be  so  collectible?  It  seems  to  me 
that  it  may  be  treading  on  dangerous  ground  to  collect  any 
amount  in  that  way. 

MR.  ARNOLD :  We  have  a  provision  in  our  note  that 
the  earned  portion  shall  be  the  full  amount  of  the  prem- 
ium. We  treat  each  case  individually,  but  where  we 
have  been  unable  to  effect  a  compromise  we  have  col- 
lected a  number  of  these  notes  in  litigation  for  the  full 
amount  of  the  premium,  the  courts  considered  that  we 
could  do  that,  and  we  have  collected  them. 

MR,  SEITZ :  Mr.  President,  in  connection  with  this  dis- 
cussion wouldn't  it  assist  somewhat  if  somebody  remembered 
how  it  was  specified  at  the  back  of  the  gain  and  loss  exhibit? 
I  know  it  does  specify  giving  paid  up  or  extended  insurance, 
and  then  it  says  "less  indebtedness."  You  have  to  take  that 
indebtedness  out  of  your  gain  and  loss  value.  That  might 
assist  us  in  determining  how  it  ought  to  be  handled  in  the 
insurance  account  itself.  I  put  it  under  lapses,  in  a  case  like 
that,  where  we  have  extended  insurance. 

MR.  MEAD :  I  would  like  to  ask  Mr.  Arnold— you  said 
you  treat  each  case  individually,  and  have  collected  the  full 
amount  in  some  cases.  Wouldn't  you  have  to  treat  them  all 
alike  in  order  to  avoid  discrimination? 

MR.   ARNOLD:     Of  course,   when   it   comes   to   that 
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it  is  a  matter  of  compromise.  The  insured  is  obligated  for 
the  full  amount  of  his  note,  and  it  is  a  matter  of  adjusting 
a  dispute  between  the  insured  and  ourselves.  I  don't  think 
it  is  a  matter  of  discrimination. 

MR.  KBIE:  Mr.  President,  if  you  take  a  note  for  the 
third  year  premium  and  collect  the  full  amount  of  the  note  for 
the  benefit  granted,  don't  you  render  yourselves  liable  for  ex- 
tended insurance,  or  a  cash  value,  at  the  end  of  the  third 
year? 

MR.  ARNOLD:  No,  I  do  not  think  we  do.  In  cases 
where  the  full  amount  of  the  note  is  collected  after  the 
default  in  payment  thereof  and  lapse  of  the  policy,  it  is 
collected  as  premium  for  insurance  furnished  during  the 
currency  of  the  note.  As  a  matter  of  fact  the  cases  are 
exceptional  on  which  we  institute  suit  and  collect  the  full 
amount  on  past  due  premium  notes.  We  make  every  ef- 
fort to  have  the  insured  revive  the  policy  and  continue  it 
in  force,  and  failing  in  this  we  endeavor  to  effect  a  com- 
promise on  the  note  by  collecting  the  proportionate  part 
thereof  as  earned  premium.  When  we  fail  in  this  we  in- 
stitute suit. 

]\IR.  ]\IEAD :  Another  point,  J\lr.  President,  comes  up  in 
that  connection:  say,  at  the  end  of  the  fourth  year,  for  the 
fourth  premium  the  insured  gives  his  note  for  the  annual  pre- 
mium and  fails  to  pay,  and  you  collect  the  pro  rata  portion  of 
the  note  for  three  months,  five  months  or  six  months,  it  seems 
to  me  that  the  insured  is  entitled  to  the  reserve  for  the  three 
years  and  three  months,  or  three  years  and  four  months  that 
he  has  paid.  Otherwise  you  will  be  violating  the  non-for- 
feiture act.  It  seems  to  me  that  if  you  take  his  money  for  the 
pro  rata  premium  he  is  entitled  to  the  reserve  up  to  the  time 
he  has  paid  the  pro  rata  premium. 

MR.  ARNOLD :  I  don't  think  so.  The  statute  provides 
that  if  the  premiums  are  paid  in  semi-annual  or  quarterly  in- 
stallments the  value  shall  be  proportionately  increased,  but 
when  a  man  gives  a  premium  note  for  an  annual  premium, 
and  it  is  carried  three  or  four  or  five  months,  he  is  charged 
either  three-twelfths  or  four-twelfths,  or  whatever  it  may  be 
of  that  annual  premium,  and  he  is  not  taking  the  quarterly 
premium,  which  is  more  than  the  three-twelfths.     We  are 
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making  a  new  contract  with  that  man.  We  do  not  state  in 
our  poHcy  that  we  are  going  to  carry  him  on  a  premium  note. 
His  premium  falls  due  and  he  is  not  able  to  pay  it,  and  we 
make  a  new  contract  with  him  regarding  the  payment  of  that 
premium — or  rather  an  extension  of  the  payment  of  the  pre- 
mium— and  that  is  something  entirely  aside  and  separate  from 
the  policy. 

MR.  BECKETT:  Mr.  President,  The  point  is  here,  and 
I  would  like  to  settle  it.  It  seems  to  me  that  the  reference 
made  by  Mr.  Arnold  brings  us  back  to  the  question  of  our 
contract  relations  and  our  policy  forms. 

I  am  not  quite  willing  to  pass  from  the  question  of  divi- 
dends without  a  little  further  thought.  If  the  policy  under 
consideration  is  a  participating,  annual  dividend  policy,  pro- 
viding that  the  payment  of  dividend  is  not  contingent  on  the 
payment  of  the  succeeding  premium,  then  the  question  is,  shall 
we  tender  to  the  insured  a  check  for  his  dividend  and  take 
from  him  a  note  for  his  gross  premium?  Or  shall  we  make 
a  difference  in  the  transaction?  It  seems  to  me  that  it  would 
be  a  distinction  without  a  difference,  but  I  am  not  absolutely 
sure.  But  if  the  dividend  payment  at  the  end  of  any  year  is 
made  contingent  upon  the  payment  of  the  succeeding  pre- 
mium, and  we  take  the  dividend  from  the  note,  I  certainly 
think  we  lay  ourselves  liable  by  acknowledging  the  payment 
of  the  premium. 

MR.  BUTTOLPH :  I  do  not  intend  to  worry  you  with  a 
statement  of  my  somewhat,  perhaps,  heretical  views  upon  the 
subject  of  the  question  of  who  owns  the  reserve;  but  I  do  not 
think,  in  the  case  supposed  by  Mr.  Mead,  that  the  policy  holder 
is  entitled  to  anything.  The  policy  holder  is  entitled  to  wbat  the 
law  and  the  contract  gives  him,  and  nothing  more.  Now 
the  law  does  not  require,  on  payment  of  a  semi-annual 
premium,  or  a  quarterly  premium  for  the  third  year,  or  a 
quarter  of  the  annual  premium  for  the  third  year — the  law 
does  not  require  us  to  give  the  policy  holder  anything,  and  if 
the  note  is  properly  worded  the  contract  does  not  require  us 
to  give  him  anything,  and  consequently,  in  my  opinion,  he  is 
not  entitled  to  anything  unless  the  policy  contract  provides 
for  it. 

MR.    ARNOLD:      Gentlemen,    we    have    not    had    any- 
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thing  on  the  classification  of  lapses  at  the  end  of  the  first  year 
in  exhibit  of  policies — topic  number  fifteen. 

MR.  KIME:  I  think,  Mr.  President,  that  one  of  the  ideas 
underlying  that  question  is  whether  or  not  at  the  end  of  the 
first  policy  year  the  policy  should  be  classified  as  a  lapse  or 
an  expiry.  We  customarily  treat  it  as  a  lapse.  Other  com- 
panies treat  it  as  an  expiry. 

MR.  MEAD:  I  think,  Mr.  President,  it  is  improper  to 
treat  it  as  an  expiry  unless  the  policy  is  a  true  one-year  term 
policy  and  not  merely  one  valued  on  the  preliminary  term  basis. 
A  policy  valued  on  a  preliminary  term  basis  appears  to  me  to 
be  in  no  respect  a  one-year  term  policy  the  first  year,  but 
merely  a  policy  upon  which  the  minimum  reserve  which  may 
be  set  aside  during  the  first  year  is  that  which  is  suflicient  to 
take  care  of  the  mortality  cost  up  to  the  end  of  the  first  year. 
Preliminary  term  should  not  be  considered  a  form  of  insur- 
ance, but  a  method  of  valuation. 

MR.  BUTTOLPH :  I  am  afraid,  Mr.  Chairman,  that  you 
will  be  getting  somewhat  wearied,  but  in  that  connection  I 
think  it  is  up  to  us  to  observe  consistency.  How  many  com- 
panies report  in  the  schedule  of  policies  a  full  preliminary 
term  policy,  which  is  to  be  followed  subsequently  by  a  whole 
life  contract  as  term  insurance?  I  venture  to  say  that  there 
is  not  one  represented  here  that  doesn't  put  it  in  the  column 
designated  "whole  life  insurance"  right  at  the  outset,  even 
though  the  first  year  is  preliminary  term.  Now,  in  the  interest 
of  consistency,  that  policy,  if  it  is  reported  as  a  whole  life 
contract  when  it  is  written,  must  be  reported  as  a  lapse, 
and  not  an  expiry,  if  it  terminates  at  the  end  of  the  first 
year. 

MR.  CATHLES :  I  think,  Mr.  President,  that  Mr.  But- 
tolph  is  absolutely  right,  and  I  don't  see  how  there  can  be  any 
argument  about  it. 

MAJOR  CARR:  I  have  seen  a  number  of  statements 
wherein  they  reported  the  first  year's  business  as  term  insur- 
ance, then  the  terminations  were  marked  ofif  as  expiries,  and 
then  they  used  the  transfer  column  to  put  the  remainder  in 
the  life  column. 

MR.   MEAD:     I  know  of  one  company  so  handling  it 
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and  that  company  advised  me  that  one  of  the  state  insurance 
departments  so  required  it. 

MR.  BECKETT :  Mr.  Nitchie  suggests  that  he  wonders 
if  the  companies  just  cited  also  make  the  same  difference  in 
their  item  of  income?  I  can  see  why  there  might  be  some 
reasons  for  that,  if  they  are  consistent  throughout. 
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THE  REPORTS  OF  THE  MEDICO-ACTUARIAL 
COMMITTEE 

MR.  KIME:  Gentlemen,  I  will  not  present  a  paper  on 
this  subject,  because  I  have  not  had  time  to  prepare  such  a 
paper,  and  then  it  seems  to  me  that  a  general  discussion  of 
the  subject,  touching  some  of  the  principal  points  in  which 
all  the  members  are  interested  and  can  participate,  would  be 
much  more  profitable  than  a  paper  on  the  subject,  because  we 
have  the  published  report  in  three  volumes,  and  we  have  a 
very  excellent  resume  of  the  investigation,  published  (J.  I.  A. 
XLVI.  384,  XLVII.  414,  539),  which  covers  the  situation 
much  better  than  any  paper  which  might  be  presented. 

So  far  as  the  plan  and  scope  of  the  investigation  is  con- 
cerned it  is  hardly  necessary  to  speak  at  length  on  that.  The 
idea,  as  set  forth  in  Volume  I  of  the  report,  was  that  only 
classes  likely  to  be  of  some  practical  interest  to  insurance 
people  were  to  be  investigated ;  the  idea  being  to  avoid  mat- 
ters which  were  only  of  academic  interest.  The  investigation 
cost  a  large  sum  of  money,  and  it  was  thought  that  it  would 
be  hardly  fair  to  put  the  companies  to  the  expense  unless 
practical  results  were  obtained.  The  other  principal  point 
relative  to  the  plan  and  scope  of  the  investigation  is,  as  I 
take  it,  the  fact  that  it  is  to  include,  and  includes,  only  cases 
under  modern  conditions  of  medical  selection  and  environment. 

The  investigation  began  with  1885.  Issues  of  the  year 
1885,  to  and  including  the  year  1908,  Avere  traced  to  policy  an- 
niversaries in  1909,  thereby  covering  a  period  of  24  years.  Of 
course,  the  larger  volume  of  that  business  had  been  issued  in 
the  latter  portion  of  the  24-year;  so  that,  for  the  principal 
part,  except  as  modified  in  some  few  occupation  classifications, 
the  results  cover  what  we  might  call  present  conditions. 
There  was  excluded,  in  the  investigation,  cases  sub-standard 
for  medical  reasons,  unless  those  reasons  were  family  history 
only.  The  sub-standard  cases  for  occupation  only  were  in- 
cluded. 
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Now  the  first  problem  which  was  met  by  the  Committee, 
which,  as  you  understand,  was  a  committee  appointed  by  the 
Actuarial  Society  and  the  Association  of  ^ledical  Directors— 
I  have  forgotten  the  exact  title — to  comprise  the  data  fur- 
nished by  companies  represented  in  both  bodies — the  first 
problem  confronting  tliem  seemed  to  be  the  matter  of  deter- 
mining the  standard  for  the  investigation.  That  is  to  say,  the 
basis  upon  which  the  percentage  of  mortality  experience  could 
be  traced.  The  standard  used  in  the  specialized  mortality  in- 
vestigation, which  was  the  Healthy  English  ]\Iales  Table,  Dr. 
Farr,  modified  in  a  few  cases,  was  tested  and  found  not  to  be 
applicable,  so  that  the  Committee  turned  to  some  data  which 
had  been  furnished  during  the  investigation  for  another  pur- 
pose— ^that  is  to  sa)',  the  data  on  policies  issued  in  January  of 
the  odd  years,  and  in  July  of  the  even  years,  from  1885  to 
and  including  the  year  1900,  I  believe.  The  data  thus  fur- 
nished was  designed  for  the  study  of  build — that  is,  the  effect 
of  build  on  mortality  and  the  formation  of  a  new  table  of 
heights  and  weights ;  but  having  the  data  at  hand,  it  was  suit- 
able for  the  construction  of  a  basis  for  the  new  investiga- 
tion. 

Now  the  mortality  rates  in  that  table,  after  having  been 
graduated,  were  arranged  on  a  select  basis,  as  you  under- 
stand of  course,  by  age  groups.  There  was  no  attempt  to 
publish  the  select  rates  of  mortality  of  separate  ages,  but 
they  were  merely  indicated  for  age  groups,  the  age  groups  to 
be  used  in  connection  with  the  occupation  investigation — years 
2=^  to  29,  for  example,  and  30  to  34,  and  so  on.  The  table  is 
arranged  in  select  form,  the  first  five  years  only  being  put 
on  a  select  basis,  and  the  ultimate  rate  being  obtained  after 
the  first  four  years,  I  believe — the  ultimate  rate  beginning 
with  the  fifth  year. 

The  rough  results  at  first  were  obtained  from  the  data  for 
the  years  1885  to  1900,  and  were  not  just  what  were  expected. 
It  seems  that  the  apparent  effect  of  selection  did  not  extend  as 
long  as  had  been  expected — in  other  words,  for  the  second  and 
following  years  there  was  very  little  difference  between  the 
select  and  the  ultimate  rates.  The  Committee  called  for  addi- 
tional data,  obtaining  the  issues  as  far  as  1908,  traced  to  the 
anniversaries  in  1909,  that  data  covering  the  same  ground  as 
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the  data  furnished  for  the  occupations  and  the  medical  impair- 
ment groups.  That  data  showed  the  same  result  practically, 
so  that  the  data  furnished  were  considered  to  be  suitable  as 
the  basis  for  stating  the  percentages  of  mortality  in  the 
different  groups. 

The  table,  then  being  arranged  in  the  form  of  a  select 
table  for  the  first  four  years  and  an  ultimate  table  after  the 
four  years,  beginning  with  the  tifth  year,  represents  as  far  as 
age  seventy,  a  mortality  table  by  policies,  based  principally  on 
the  data  furnished  for  the  study  of  height  and  weight.  After 
age  seventy  the  mortality  rates  are  tht  sam.e  as  in  the  British 
offices  select  table,  with  the  first  ten  years  mortality  eliminated 
— in  other  words,  after  age  seventy  it  follows  the  British  office 
data,  rather  than  the  data  furnished  for  this  investigation. 

The  Committee  further  presented  figures  to  show,  in  con- 
nection with  that  table,  how  the  mortality  in  general  had  im- 
proved during  the  last  twenty  years.  The  data  were  divided 
into  three  groups,  namely,  1885  to  1892,  inclusive;  1893  to 
1900,  inclusive,  and  1901  to  1908,  inclusive — that  is  the  issues 
of  those  years — and  the  mortality  in  those  three  issue  groups 
was  expressed  as  a  percentage  of  the  mortality  in  the  aggre- 
gate groups.  For  the  first  of  the  three  groups  the  mortality 
was  105  per  cent ;  for  the  second  group,  loi  per  cent,  and 
for  the  third  group  93  per  cent,  thus  indicating  a  con- 
siderable improvement  in  the  mortality,  the  improvement 
being  most  marked  in  the  younger  ages.  The  rates  for  the 
fifth  and  succeeding  policy  years  are  arranged  by  ages  at- 
tained. The  mortality  table  for  the  earlier  ages,  practically 
as  far  as  age  40,  runs  about  60  per  cent  of  the  tabular  rates 
of  mortality,  given  by  the  American  Experience  Table,  thereby 
indicating  that  the  American  Experience  Table  rates  of  mor- 
tality for  the  younger  ages  shows  a  mortalit)'  very  considerably 
above  what  is  experienced.  Of  course,  at  the  later  ages  they 
are  practically  the  same,  the  new  table  being  very  slightly 
below  the  American  Experience  Tables. 

Before  the  mortality  standard  there  is  given  a  new  Table 
of  Heights  and  Weights.  For  this  table  the  data  of  the  issues 
from  1885  to  1900  were  used — the  issues  of  Januan.-  of  the 
odd  years  and  the  issues  of  July  of  the  even  years.  The  table 
for  heights  and  weights  of  men  embraced  221,819  policies. 
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The  graded  tables  which  finally  are  shown  are  not  far  different 
from  the  Shepherd  table,  with  which  we  have  all  been  familiar 
for  some  time.  It  is  interesting,  however,  to  note  that  the  final 
table  of  weights,  arranged  by  heights  and  age,  are  interpolated 
from  the  table  arranged  by  inches  of  height  and  age  groups — 
that  is,  the  final  table  of  weights,  by  individual  ages,  was 
merely  an  interpolation  from  the  table  by  age  groups,  rather 
than  depending  on  the  original  data,  itself  graduated. 

In  the  second  volume  of  the  reports  there  is  considerable 
detailed  study  of  the  influence  of  build  on  mortality  among 
men.  The  data  for  that  study  are  the  issues  for  the  years 
1885  to  1908,  which  were  more  than  15  per  cent  under  weight 
and  more  than  25  per  cent  over  weight ;  also  the  standard 
issues  of  January  of  the  odd  years  and  July  of  the  even  years, 
1885  to  1900,  traced  to  the  anniversaries  in  1909,  thereby 
taking  in  weights  approaching  the  normal,  and  the  excessively 
heavy  and  light  weights.  The  data  were  divided  into  five- 
pound  groups,  the  groupings  being  around  a  central  weight. 
In  other  words,  where  it  speaks  of  a  weight  being  ten  pounds 
above  the  average  it  merely  refers  to  the  fact  that  the  group 
of  weights  is,  in  the  center,  ten  pounds  above  the  average  of 
the  groups.  There  were  six  groups  below  the  average  and 
eight  above. 

One  of  the  matters  to  be  investigated  was  a  study  of  the 
build  giving  the  lowest  mortality.  It  was  found  that  at  the 
younger  ages  risks,  or  policy  holders,  who  were  distinctly  over 
weight,  had  the  lowest  mortality — anywhere  from  15  to  20 
pounds  over  weight,  at  least  to  the  ages  of  30  to  35,  giving 
a  better  mortality  than  the  average  weights.  At  the  older 
ages  the  facts  were  reversed — the  under  weights  being,  of 
course,  by  far  the  best.  The  second  point  is  that  under 
weight  has  only  a  slight  influence  on  the  mortality,  except  in 
the  younger  issue  ages.  In  the  older  ages  the  results  are 
minimized.  The  third  point  is  that  at  the  middle  ages,  at  entry, 
over-weights  have  a  decidedly  marked  effect,  increasing 
the  mortality.  The  final  point  is  that  at  the  very  older 
ages  there  is  a  tendency  for  a  decreasing  relative  mortality 
rate  among  over  weights. 

Of  course  it  must  be  borne  in  mind  that  at  the  younger 
ages,  for  the  light  weights  and  at  the  middle  and  the  older 
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ages  for  the  heavy  weights,  the  selection  exercised  was  very 
stringent,  so  that  these  results  have  to  be  taken  with  that  point 
in  view.  It  does  not  mean,  necessarily,  that  all  policy  holders 
of  those  weights  would  have  that  mortality,  but  only  those  who 
are  accepted  under  standard  policies,  with  a  very  stringent 
medical  selection. 

There  was  given,  also,  in  that  volume  a  study  of  the  effect 
of  height  on  mortality.  The  results,  briefly,  showed  that  at 
the  younger  ages  tall  men  are  not  good  risks ;  at  the  older 
ages  the  short  and  medium  heights  are  not  as  good  as  the  tall. 
That  data  is  arranged  by  age  groups,  so  that  a  considerable 
study  can  be  made. 

In  the  second  volume  is  also  shown  a  tabulation  of  the 
causes  of  deaths  among  men,  the  idea  being  that  by  determin- 
ing the  relative  importance  of  deaths  from  certain  causes 
among  standard  risks,  when  it  comes  to  a  study  of  certain  oc- 
cupations, or  certain  medical  impairment  groups,  the  inci- 
dent of  any  particular  disease,  or  cause  of  death,  could  then 
be  compared  with  the  standard.  The  results  there  given  are 
very  interesting.  They  are  arranged  in  three  groups  of  ages  at 
entry,  and  then  each  table  shows  the  percentage  of  deaths  from 
certain  causes — quite  a  long  list  of  them — compared  to  the 
total  number  of  deaths  and  the  ratio  of  deaths  from  each 
cause  per  10,000  exposed  risks.  It  was  shown  that  the  dis- 
eases, such  as  cancer,  cerebral  hemorrhage  and  cirrhosis  of  the 
liver,  etc.,  increased  with  the  age  of  entry ;  others,  such  as 
typhoid  fever  and  tuberculosis  of  the  lungs,  decreased.  In 
that  connection,  of  course,  it  must  be  borne  in  mind  that  the 
data  included  issues  of  1885  to  1908,  traced  to  anniversaries 
in  1909.  The  mortality,  as  shown  by  the  study  in  connection 
with  the  standard  mortality  table,  has  improved  in  that  period. 
This  study  of  various  diseases  and  various  causes  of  deaths 
is  an  aggregate  study,  which  may  not  represent  the  situation 
at  present,  and  probably  does  not,  in  some  particulars. 

In  the  second  volume  the  results  are  given  of  the  mortality 
among  women,  divided  into  four  groups — spinsters,  married 
women  husband  beneficiary,  married  women  other  than  hus- 
band beneficiary,  and  widows  and  divorced  women. 

Mr.  Beckett's  interesting  discussion  of  the  insurance  of 
women  at  our  spring  meeting  brought  forth  the  idea,  which 
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was  indicated  by  Mr.  Hunter  in  some  of  his  papers  at  other 
places,  that  the  experience  of  companies  who  have  solicited 
actively  risks  on  women  have  been  better  than  previously,  when 
they  were  not  so  actively  solicited,  and  in  fact  avoided. 

It  is  of  interest  in  connection  with  this  study  that  of  the 
risks  on  women,  only  one-eighth  of  the  data  is  more  than  ten 
years  old,  and  not  more  than  one-half  of  it  is  more  than  five 
years  old,  so  that  the  study  of  mortality  among  women  might 
be  classed  as  rather  modern. 

The  relative  rates  of  mortality  are  as  follows:  Among 
spinsters,  8i  per  cent  in  the  aggregate  based  on  the  new 
standard  mortality  table.  Among  married  women  with  hus- 
band beneficiary,  126  per  cent.  Among  married  women,  other 
than  husband  beneficiary,  114  per  cent.  Widows  and  divorced, 
105  per  cent. 

Another  interesting  point  is  the  fact  that  the  mortality 
during  the  first  five  policy  years  was  much  heavier  than  there- 
after and  during  the  first  policy  year  was  much  heavier  than 
thereafter.  The  aggregate  mortality  among  women  was  104 
per  cent.  For  the  first  five  years  the  mortality  was  108  per 
cent  of  the  expected ;  the  expected  being  based,  as  you  under- 
stand, on  the  select  table.  For  the  first  policy  year  it  was  113 
per  cent. 

Now  the  deductions  in  the  report  relative  to  spinsters  are 
as  follows :  first,  that  they  are  better  risks  than  men ;  second, 
that  there  is  no  greater  adverse  selection  than  among  men ; 
and,  third,  the  relative  mortality,  as  compared  with  men,  de- 
creases very  markedly  as  the  age  at  entry  increases. 

Among  married  women  the  deductions  are  as  follows: 
In  the  first  place,  the  mortality  is  higher  than  among  men, 
understanding,  of  course,  that  the  companies  exercised  a  great 
deal  of  care  in  accepting  these  women.  In  the  second  place, 
the  relative  mortality,  as  compared  with  men,  decreases  with 
the  advancing  age  at  entry.  Third,  the  mortality  is  higher 
than  among  spinsters.     Fourth,  the  selection  is  very  marked. 

Now  the  fact  is  stated,  or  the  deduction  drawn,  that  the 
reasons  that  in  the  aggregate  the  mortality  among  married 
women  with  husbands  beneficiary  is  heavier  than  among  mar- 
ried women  with  other  than  husbands  beneficiary  is  not  be- 
cause of  any  necessary  difference  in  the  groups,  but  because 
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of  the  fact  that  the  age  distribution  is  dififerent — the  younger 
ages,  of  course,  showing  the  heavier  mortality. 

As  a  sort  of  resume  of  the  results  among  women  we  might 
simply  say  that  the  mortality  among  spinsters  was  8i  per 
cent;  married  women,  husbands  beneficiary,  126  per  cent; 
married  women,  other  than  husband  beneficiary,  1 14  per  cent ; 
widows  and  divorced,  105  per  cent ;  and  that  among  married 
women  particularly  the  selection  was  very  marked  against  the 
company,  the  mortality  being  heaviest  at  the  earlier  years  and 
at  the  younger  ages  of  entry. 

An  investigation  was  also  made  as  to  plans  of  insurance 
among  women — ordinary  life,  limited  payment,  or  endowment 
— the  relative  results  were  about  the  same,  although  it  was 
found  that  the  spinsters  took,  in  the  aggregate,  much  more 
endowment  insurance  than  did  the  other  groups. 

In  the  second  volume  there  is  also  shown  results  among 
two  or  three  minor  groups.  Negroes,  for  example.  Those  ne- 
groes who  were  insured  as  ministers,  teachers  and  other  pro- 
fessional men,  had,  in  the  aggregate,  a  mortality  of  137  per 
cent.  Other  negroes,  men,  147  per  cent.  Indians,  North 
Americans,  showed  a  mortality  of  124  per  cent.  The  results 
of  the  data  among  the  Japanese  and  Chinese  were  too  meagre 
to  get  any  definite  results,  although  the  Japanese  were  slightly 
above  the  normal,  and  the  Chinese  were  about  195  per  cent. 

The  third  volume — probably  the  most  important  practically 
of  all  those  yet  issued,  shows  the  mortality  among  68  groups 
of  occupations  required  and  a  number  of  so-called  optional 
groups.  All  the  companies  were  required  to  give  their  data  in 
certain  prescribed  occupations,  and  optionally  they  might  give 
their  data  under  certain  other  occupations.  The  results  are 
shown  where  the  data  was  of  sufficient  volume  to  make  them 
of  importance. 

Now  the  occupation  referred  to  is  the  occupation  at  issue, 
it  not  being  feasible  to  make  alterations  or  changes  during  the 
currency  of  the  policy.  Sub-standard  cases  of  occupations 
only  were  included.  The  question  arises  at  the  very  beginning 
relative  to  the  effect  of  medical  impairments  on  the  data  on 
occupations.  Of  course,  data  being  furnished  under  a  certain 
medical  impairment,  would  also  be  furnished  under  occupa- 
tions, if  the  occupation  were  one  of  the  groups  to  be  investi- 


40 


The  Record  [November 


gated.  It  was  concluded  that  the  influence  of  minor  medical 
impairments  included  in  the  mortality  investigation  was  of  no 
practical  importance,  only  cases  sub-standard  because  of 
weight  or  medical   impairment  being   excluded. 

A  point  of  caution  which  is  brought  forward  by  the 
Committee  is  that  the  selection,  in  many  of  these  occupation 
groups,  was  often  very  severe,  the  result  being  that  in  some, 
at  least,  the  percentage  of  mortality,  is  not  to  be  taken  as  a 
fair  percentage  of  what  might  be  experienced  if  those  risks 
were  to  be  taken  as  an  ordinary  average  risk  is  taken. 

Another  point  is  that  only  the  most  favorably  placed 
workers  among  many  occupations  were  taken. 

To  go  briefly  into  a  few  of  the  occupation  groupings 
which  are  given  in  the  third  volume,  I  might  mention  army 
and  navy  commissioned  officers,  which  excludes  such  groups 
as  chaplains,  paymasters,  etc.  The  mortality  among  army 
officers  was  found  to  be  131  per  cent;  in  the  navy  152  per 
cent,  the  excess  of  the  mortality  by  accident  and  suicide  being 
heavy.  The  issues  from  1885  to  1889,  however,  were  135  and 
167  per  cent,  respectively;  1900  to  1908  they  were  112  and 
113  per  cent,  respectively;  thereby  indicating  a  very  marked 
improvement. 

An  interesting  point  is  the  result  of  the  investigation  among 
journeymen  bakers,  who  showed  an  aggregate  mortality  of  98 
per  cent,  against  certain  other  data  in  the  past  which  has 
shown  a  higher  mortality.  It  is  interesting,  however,  that  at 
the  older  ages  of  entry  the  mortality  was  quite  high ;  also 
that  tuberculosis  caused  about  15  per  cent  above  the  normal. 

Fire  department  lieutenants  and  chiefs,  and  assistant 
chiefs,  and  so  on,  showed  a  mortality  of  121  per  cent.  That  is, 
city  fire  departments.  Firemen,  laddermen,  pipe  men  and  hose 
men  showed  a  mortality  of  148  per  cent.  Drivers,  engineers, 
stokers  and  truck  men  showed  a  mortality  of  124  per  cent. 

Glass  blowers,  not  operating  machinery,  showed  a  mortality 
of  121  per  cent.  Bevelers,  grinders,  etc.,  146  per  cent,  deaths 
from  tuberculosis  being  about  twice  normal. 

In  the  liquor  classes  there  were  found  some  very  interesting 
facts.  Hotels  with  bar  showed  a  mortality  for  proprietors 
and  managers  not  attending  bar  135  per  cent;  of  those  tending 
bar,  either  regularly  or  occasionally,  178  per  cent.      Among 
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saloons,  billiard  and  pool  rooms  and  bowling  alleys  with  bar, 
among  proprietors  and  managers  who  did  not  attend  bar,  the 
mortality  was  182  per  cent ;  among  those  who  did  attend  bar, 
173  per  cent — being  lower;  but  probably  largely  due  to  the 
age  distribution.  Restaurants  with  bar  attached,  proprietors 
and  managers  not  tending  bar,  152  per  cent.  Waiters  in 
hotels  or  restaurants  and  clubs,  177  per  cent.  Among  brew- 
eries, proprietors,  managers  and  superintendents,  135  per  cent. 
Clerks,  130  per  cent.  Foremen,  maltsters,  etc.,  152  per  cent. 
In  distilleries,  proprietors,  managers  and  superintendents,  85 
per  cent — that  reflecting  the  same  relative  mortality  compared 
with  breweries  as  some  previous  statistics.  Traveling  sales- 
men, breweries,  etc.,  128  per  cent.  Among  wholesale  liquor 
houses  the  proprietors  and  managers  showed  122  per  cent,  and 
the  clerks  112  per  cent. 

The  mining  industry  was  another  interesting  group  inves- 
tigated. Among  underground  mines,  engineers,  superintend- 
ents, managers  of  other  than  coal  mines,  showed  135  per  cent. 
I  mean  by  engineers,  mining  engineers — not  stationary  engi- 
neers. Superintendents  and  managers  of  coal  mines,  106  per 
cent.  In  surface,  placer  and  drift  mines,  foremen  and  bosses, 
160  per  cent.  Working  miners,  208  per  cent.  In  mines  under 
ground,  other  than  coal  mines,  foremen  and  bosses,  168  per 
cent.  Working  miners  226  per  cent.  Anthracite  miners  191 
per  cent,  and  bituminous  coal  miners  132  per  cent. 

In  the  railroad  service — and  in  this  connection  issues  prior 
to  1890  were  excluded — passenger  trainmen,  not  conductors, 
showed  137  per  cent.  Locomotive  engineers,  160  per  cent. 
Locomotive  firemen,  190  per  cent.  Check  clerks,  freight  in- 
spectors, etc.,  141  per  cent,  and  track  supervisors,  126  per  cent. 

Now,  of  course,  it  would  be  possible  to  go  into  further 
details  about  a  great  many  of  these  occupation  results.  The 
results,  according  to  medical  impairment,  have  not  yet  been 
least,  on  the  investigation. 

MR.  RIETZ  :  Mr.  President,  I  think  the  percentages  given 
In  these  various  occupations  are  very  interesting,  but  I  notice 
that  most  of  fhem  give  mortalities  that  are  high.  I  should 
like  to  inquire  whether  Mr.  Kime  got  a  general  impression  as 
to  the  occupations  which  gavf  the  very  lowest  mortality? 

MR.  KIME :    I  merely  picked  out  some  interesting  figures. 
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As  a  matter  of  fact,  there  were  others  which  gave  low  mortali- 
ties. For  instance,  engineers  and  firemen  connected  with  heat 
and  power  stations  were  given  at  92  per  cent;  life  saving 
crews,  ofBcers  and  men,  96  per  cent;  inshore  fishermen,  73 
per  cent.    So  you  see  the  results  among  other  lines, 

PROFESSOR  GLOVER :  I  would  like  to  ask  Mr.  Kime 
if  the  mortality  among  women  appeared  in  general  to  be  above 
normal,  and  if  the  mortality  among  men  was  lower,  compared 
with  the  same  standard — lower  than  that  among  the  women? 

MR.  KIME:  I  believe  no  results  are  given  along  that 
line,  but  in  the  aggregate  we  might  say  that  the  mortality 
table  itself  expresses  the  mortality  among  men. 

PROFESSOR  GLOVER :  The  thought  I  want  to  bring 
out  in  connection  with  this  subject  is  that  there  must  be  a 
strong  selection  exercised  in  some  way  in  the  insurance  placed 
upon  the  lives  of  women  by  insurance  companies. 

I  have  had  occasion  recently  to  calculate  population  mor- 
tality tables  based  on  the  registration  states  for  males  and 
females  and  invariably  the  female  table  is  considerably  lower 
than  the  male  throughout  the  entire  range  of  life.  Now  the 
deduction  from  this  investigation  apparently  gives  the  opposite 
result,  to  a  certain  extent  at  least.  This  indicates  that  the 
class  of  women  insured  by  companies  must  be  adversely 
selected.  Just  how  that  is  accomplished  I  don't  know.  Of 
course  it  may  occur  where  the  husband  or  some  interested 
party  is  the  beneficiary ;  the  fact  remains  that  the  two  experi- 
ences are  exactly  opposed. 

MR.  KIME:  I  think  that  would  be  shown  by  the  result 
as  to  spinsters,  being  in  the  aggregate  81  per  cent,  no  selec- 
tion against  the  company.  Also  the  fact  that  all  annuity  ex- 
periences that  have  been  published  show  a  very  low  mortality 
among  women  as  compared  to  men,  showing  that  there  has 
been  a  very  severe  selection. 

MR.  BOWERMAN:  Some  companies  provide  for  the 
extra  mortality  which  they  expect  to  experience  in  insuring 
people  engaged  in  hazardous  occupations  by  rating  up  the  ages 
a  certain  number  of  years,  and  some  provide  for  it  by  an  arbi- 
trary increase  in  the  premiums,  of  so  many  dollars  per  thou- 
sand. I  wish  some  one  would  suggest  a  rule  by  which  we 
could  ascertain  when  it  is  preferable  to  provide  for  the  extra 
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mortality  by  rating  up  the  age  and  when  to  provide  for  it  by 
fixing  an  arbitrary  increase  in  the  premium. 

PROFESSOR  GLOVER:  In  connection  with  what  I  said 
a  moment  ago  I  would  like  to  make  this  suggestion :  In  rating 
up  on  female  lives,  it  would,  perhaps,  be  a  good  plan  to  use 
the  normal  population  female  tables,  and  compare  the  results 
in  the  actuarial  investigation  with  that  table,  and  rate  up 
accordingly. 

MR.  APPLEBY:  I  think  Mr.  Bowerman  will  find  a  good 
answer  to  his  question  in  the  recently  published  proceedings 
of  the  American  Life  Convention,  as  there  is  an  extensive 
report  there  of  an  investigation  on  occupations,  made  by  an 
able  committee,  of  which  Mr.  Mead  was  the  chairman. 

MR.  MEAD:  I  believe  I  understood  Doctor  Glover  to 
say  that  it  would  be  wise  to  base  the  rate  for  women  on  the 
population  table. 

PROFESSOR  GLOVER:     I  made  the  suggestion  that 

it  be  used  as  a  standard  instead  of  the  tables  that  have  been 

used.    For  instance,  if  the  population  table,  at  age  35,  is  same 

•as  the  actuarial  investigation  table  at  age  28,  then  rate  up 

seven  years. 

MR.  MEAD :  The  Xew  York  Life's  mortality  experience 
on  women  has  demonstrated  that  it  is  unwise  and  not  a  good 
underwriting  principle  to  rate  up  women  because  of  sex.  When 
they  began  to  write  women  they  charged  them  $5  per  thou- 
sand, and  of  course  the  poorer  classes  of  women  would  pay 
the  price,  and  they  got  a  very  much  more  unfavorable  expe- 
rience on  women  than  on  men.  Then  later  they  amended  that 
method  and  placed  women  in  the  deferred-dividend  class 
and  they  got  a  more  favorable  mortality  than  they  did  upon 
women  under  the  previous  method  of  charging  $5  extra, 
but  the  mortality  was  less  favorable  than  upon  men.  Then 
about  10,  or  12,  or  13  years  ago  they  conceived  the  idea  that 
if  they  should  solicit  women  freely,  upon  the  same  basis  as 
men,  and  properly  select  them,  eliminating  the  cases  where  it 
seemed  as  though  there  was  a  moral  hazard  involved,  and 
eliminating  cases  with  improper  beneficiaries,  they  could  se- 
cure a  favorable  mortality.  They  drew  this  deduction  from  the 
fact  that  the  women  of  the  general  population  showed  a  more 
favorable  mortality  than  men,  and  also  that  women  who  in- 
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sured  in  industrial  companies  showed  a  more  favorable  mor- 
tality than  men  in  the  same  companies.  The  result  of  the  new 
method  of  underwriting  was  that  they  did  secure  a  more 
favorable  mortality  among  women  than  among  men,  which 
proved  the  deductions  correct. 

MR.  KIME:  Of  course  a  mortality  of  126  on  women 
would  not  necessarily  mean  a  mortality  above  that  expected 
on  the  American  experience  table.  It  would  not  mean  that 
there  was  a  loss  in  insuring  women. 

MR.  DRAPER :  I  think  that  ample  statistics  are  available 
to  show  that  if  you  can  get  a  sufficient  number  of  women 
insured — make  it  as  general,  in  fact,  as  your  male  line  of  insur- 
ance— your  mortality  experience  will  be  entirely  satisfactory. 

I  have  compiled  statistics  on  three  New  England  fraternal 
societies  that  admit  men  and  women,  and  in  all  cases  the 
average  mortality  rate  was  lower  upon  women  than  on  men, 
simply,  as  I  believe,  because  of  the  fact  that  they  were  ad- 
mitted under  the  same  conditions  and  the  same  efforts  were 
made  to  secure  them  as  members  that  were  made  to  secure 
male  lives.  Consequently,  I  think  if  a  company  makes  a  prac-. 
tice  of  taking  both  men  and  women  it  is  a  matter  of  the  agency 
force  being  instructed  to  solicit  more  generally  than  they  are 
doing  the  applications  from  women,  and  by  that  means  se- 
curing a  larger  number  of  lives,  and,  of  course,  a  more  favor- 
able average  mortality. 

MR.  ANDERSON :  There  was  one  thing  in  Mr.  Kime's 
discussion  that  interested  me  particularly.  If  I  understood 
him  correctly,  he  said  that  the  first  year's  mortality  was  not 
particularly  favorable ;  that  it  exceeded,  in  some  cases,  the 
expected — in  the  first  year.  Now  this  is  what  I  want  to 
bring  out:  I  did  some  work  for  a  fraternal  society  recently, 
in  which  the  first  year's  mortality  was  very  bad.  They  claimed, 
I  believe,  that  for  the  last  two  or  three  years  half  of  their  deaths 
were  due  to  the  first  year's  business,  which  simply  goes  to  show 
that  a  number  of  bad  risks  slipped  by  the  local  doctor.  I  didn't 
have  any  particular  remedy  to  offer,  but  referred  it  to  the 
medical  director,  and  after  discussing  it  back  and  forth 
they  finally  concluded  to  provide  for  it  in  this  way :  that  they 
would  scale  the  policies  in  case  of  death  the  first  year,  and 
the  second  year,  if  death  were  the   result  of  a  number  of 
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specified  causes.  Among  them  were  cancer,  tuberculosis,  dia- 
betes, nephritis  and  suicide.  It  was  an  arbitrary  method,  but 
the  doctor  claimed  that  there  were  some  of  those  diseases 
which  could  be  temporarily  covered  up  by  treatment — I  don't 
remember  what  they  were,  now,  but  he  claimed  that  it  was 
possible  for  a  man  who  knew  he  was  afflicted  with  some  of 
those  diseases,  to  take  treatment  and  have  it  practically  dis- 
appear temporarily  so  that  the  doctor  couldn't  detect  it.  I 
would  like  to  ask  if  there  was  anything  definite  on  that  point, 
in  this  investigation? 

Following  up  the  same  thought,  in  another  direction,  an 
investigation  was  made  some  years  ago,  by  the  Northwestern 
of  Milwaukee,  and  they  found  that  for  a  number  of  years 
the  mortality  actually  improved.  You  know  the  theory  is 
that  the  first  year's  mortality  is  about  50  per  cent,  and  then 
goes  up  and  approaches  the  ultimate  mortality  table.  In  that 
investigation  it  was  found  that  after  the  business  became  of  a 
certain  age,  the  mortality  actually  improved  again,  because 
the  shiftless,  the  improvident  class — among  which  the  mor- 
tality is  generally  somewhat  higher — lapsed,  or  surrendered, 
and  they  had  only  a  select  class  left — that  is,  the  provident, 
and  the  well-to-do  people,  who  would  take  care  of  themselves. 
That  was  rather  a  striking  disclosure  to  me,  and  I  would  like 
to  know  whether  any  other  investigation  has  been  made  along 
these  lines? 

MR.  KIAIE:     I  think  not. 

MR.  BUTTOLPH :  The  method  which  Mr.  Anderson  has 
referred  to  as  being  adopted  by  a  certain  fraternal  organiza- 
tion has  been  quite  common,  I  think,  among  fraternals,  and  I 
know  it  has  been  very  common  among  industrials — the  method 
of  scaling  the  policy  during  the  first  six  months,  or  year,  or  a 
year  and  a  half,  and  two  years  sometimes. 

It  seemed  to  me  that  the  medical  director  of  that  society 
to  which  Mr.  Anderson  refers  had  not  at  all  the  right  idea  in 
regard  to  it.  Of  course,  it  needs  no  mathematical  demonstra- 
tion to  show  that  if  you  are  only  paying  $500  on  the  thousand 
on  those  who  die  the  first  year,  you  may  save  some  money ; 
but  in  my  opinion  such  practice  as  that  invites  poor  medical 
selection.  I  don't  think  that  the  local  examiners,  and  pos- 
sibly the  medical  director  himself,  would  have  the  same  care 
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in  the  selection  of  risks  if  they  felt  like,  "well,  if  this  fellow 
isn't  all  right  and  dies  pretty  soon,  the  company  isn't  going  to 
lose  very  much  anyhow."  It  seems  to  me  that  it  is  attempting 
to  remedy  an  evil  in  an  entirely  wrong  way. 

In  regard  to  the  question  of  possible  improvement  in  the 
rate  of  mortality,  I  believe  that  it  was  demonstrated  in  the 
case  of  at  least  one  well-known  company,  that  the  first  year's 
mortality  sometimes  shows  higher  than  the  subsequent  mor- 
tality, or  the  general  mortality  experienced  by  the  company. 

MR.  BECKETT :  We  are  dealing  with  a  pretty  large  and 
important  question,  Mr.  Chairman,  and  I  think  all  of  us  who 
have  given  these  matters  serious  consideration  have  come  to 
the  conclusion  that  it  is  very  difficult  to  harmonize  apparently 
exhaustive  mortality  investigations. 

I  was  interested  when  the  report  first  came  to  my  desk,  in 
looking  over  the  various  occupations,  and  I  happened  to  turn 
to  the  mortality  among  officers  in  the  United  States  Army. 
About  two  or  three  years  ago  I  tried  to  make  a  special  investi- 
gation of  that  question  for  a  company  that  was  particularly 
interested  in  insuring  officers  in  the  army,  and  through  the 
courtesy  of  a  friend  of  mine,  who  is  an  officer  in  the  United 
States  army,  I  received  from  the  Army  Mutual  Aid  complete 
statistics  of  their  entire  experience.  This  organization  insures 
commissioned  officers  in  the  United  States  army,  and  has 
been  doing  so  ever  since,  I  think,  about  1852.  They  had 
about  the  normal  number  of  risks  in  the  Civil  War  and  the 
mortality,  of  course,  then  was  a  little  higher,  and  that  com- 
pany has  had  very  favorable  experience  throughout  those 
years,  and  the  number  of  risks,  or  exposures  have  been  large 
enough  to  give  good  averages,  and  the  net  cost  of  insurance  to 
officers  of  the  United  States  army,  in  that  company,  has  been 
remarkably  low. 

MR.  ANDERSON  :  In  connection  with  the  remarks  made 
by  Mr.  Buttolph,  I  want  to  state  that  I  know  that  it  is  very 
common  among  fraternal  societies  to  scale  the  policies  during 
the  first  year ;  but  I  think  there  are  comparatively  few  who  set 
up  the  ground  that  the  examination  is  deficient  in  any  way.  In 
fact,  most  of  them  scale  because,  as  they  think,  a  man  has  not 
paid  in  enough  to  be  entitled  to  the  full  payment  of  the  policy, 
which  is,  of  course,  absolutely  absurd  from  our  standpoint. 
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MR.  MORRIS :  Doctor  Glover  has  called  attention  to  the 
fact  that  in  the  general  population  tables  the  mortality  among 
women  is  shown  as  much  lower  than  among  men.  The  experi- 
ence of  the  large  industrial  companies  indicates  that  condition 
exists  to  a  marked  degree  in  the  industrial  grades.  In  my 
opinion  the  difference  between  the  mortality  by  sexes  in  the 
general  population  and  the  mortality  among  the  insured  lives, 
with  which  we  come  in  contact,  is  largely  due  to  the  excess  mor- 
tality among  the  men  in  the  industrial  grades. 

The  general  impression  seems  to  be  this  afternoon  that  the 
better  way  to  secure  a  favorable  experience  on  women  is  to 
actively  solicit  them  and  make  an  attempt  to  secure  enough 
good  risks  to  overcome  the  bad.  In  the  transactions  of  the 
Actuarial  Society  the  experience  of  the  Connecticut  General 
was  set  forth,  and  that  policy  was  pursued  by  that  company 
for  some  years.  At  the  end  of,  I  think,  about  15  years,  an 
investigation  revealed  the  rather  startling  condition,  that  their 
mortality  on  women  had  been  about  200  per  cent  of  the  ex- 
pected. It  should  not  be  forgotten,  therefore,  that  the  active 
solicitation  of  women  must  be  combined  with  careful  selection, 
restricted  largely  to  the  class  of  women  which  is  going  to 
give  a  low  mortality. 

PROF.  GLOVER:  Mr.  Chairman,  it  seems  to  me  this 
is  a  question  of  great  practical  importance.  While  I  agree 
perfectly,  in  theory,  with  what  Mr.  Mead  and  others  have  said 
here  with  reference  to  selecting  in  a  certain  way,  so  as  to  elimi- 
nate certain  classes  of  women,  which  the  actuarial  investiga- 
tion has  shown  to  be  undesirable,  however,  as  an  actuary  of  a 
statistical  turn  of  mind,  I  always  come  back  to  this  point: 
ought  I  to  set  up  an  individual  case,  or  a  number  of  individual 
cases,  against  what  is  apparently  always  the  fact,  when  we 
undertake  a  general  statistical  investigation?  Theoretically,  it 
seems  to  me,  because  the  general  population  table  of  women 
is  lower  throughout  the  entire  range  than  it  is  for  men,  we 
ought  to  be  able  to  go  out  and  solicit  and  have  the  experience 
conform  to  this  situation;  but  some  way  or  other  we  cannot 
do  it. 

If  you  are  asked  to  advise  a  fraternal  company  whether  or 
not  to  solicit  women  on  the  same  basis  as  men,  what  would 
you  say?    On  the  basis  of  the  medico-actuarial  investigation 
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you  must  say  No.  On  the  other  hand,  you  may  say  to  the 
officers,  "If  you  can,  by  some  means  or  other,  through  your 
medical  examiner,  or  through  your  agents,  make  a  selection 
which  is  normal,  more  can  be  made  upon  the  women  than 
upon  the  men." 

The  practical  question,  however,  seems  to  be  answered  by 
the  medico-actuarial  investigation,  and  the  answer  is  No,  it 
cannot  be  done. 

MAJOR  CARR:  It  seems  to  me  that  there  could  be  an 
answer  made  to  this  that  would  harmonize  not  only  the  general 
population  statistics,  but  the  statistics  from  special  investiga- 
tions, if  we  eliminate  industrial  insurance,  which  of  course 
shows  a  higher  mortality  on  both  men  and  women,  and  even 
the  fraternals,  in  which  the  lodge  system  or  social  features  are 
more  largely  accentuated  than  the  insurance  feature,  and  come 
right  down  to  the  class  of  risks  that  the  legal  reserve  insurance 
companies  can  get,  either  by  actively  soliciting^  or  letting  them 
come  to  them. 

My  theory  is  that  any  woman  who  is  entitled  to  insurance., 
who  has  any  reason  to  take  insurance,  is  necessarily  some 
woman  who  is  subjected  to  trials  or  troubles  or  labor  that  is 
not  naturally  fitted  to  her  physical  being  in  the  same  proportion 
that  it  is  to  a  man.  In  other  words,  a  woman  who  has  any 
right  to  get  insurance  has  it  because  she  has  burdens  laid  upon 
her  that  really  belong  to  a  man,  and  she  is  not  physically 
capable  of  bearing  them,  and  the  result  is  that  they  wear  her 
out  sooner.  Comparatively  few  women  have  any  use  for  in- 
surance, and  those  who  do  have  use  for  it  are  generally  sub- 
jected to  a  physical  strain  which  I  would  say  would  tend  to 
lower  the  standard  of  mortality,  as  compared  with  that  shown 
by  the  general  population  statistics.  Most  of  our  women  live  a 
comparatively  easy  life,  or  at  least  one  for  which  they  are 
physically  fitted,  which  will,  of  course,  tend  to  reduce  the  mor- 
tality on  the  general  population.  But  when  you  come  down  to 
those  who  really  need  insurance,  I  can  see  a  very  plain  reason 
why  the  mortality  should  be  much  higher  among  them  and 
why  they  should  be  let  alone  generally. 

MR.  MEAD:  I  would  like  to  say  one  word  further  upon 
this  question.    I  believe  that  Doctor  Glover  has  the  impression 
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that  the  medical-actuarial  investigation  shows  an  unfavorable 
mortality  among  women  as  a  whole. 

PROF.  GLOVER:    No,  I  have  not. 

MR.  MEAD :    It  is  104  per  cent. 

PROF.  GLOVER :    But  it  ought  to  be  lower. 

MR.  MEAD :  Indeed  it  might  have  been  lower  by  greater 
elimination  of  some  of  the  more  undesirable  of  the  married 
women,  as  indicated  by  the  resuUs  on  married  women,  but 
even  as  it  was  it  seems  to  me  that  a  mortality  of  104  per  cent 
was,  upon  the  whole,  very  satisfactory.  It  appears  to  me  that 
if  in  any  class  of  risks  we  find  that  the  mortality  is  not  ex- 
ceeding 5  or  10  per  cent  in  excess  of  standard  mortality  we 
may  feel  assured  that  we  are  justified  in  accepting  that  class 
as  standard  and  should  feel  satisfied  with  the  results,  for  I  do 
not  believe  it  should  be  the  aim  in  any  group  to  select  so  that  a 
mortality  much  less  than  our  standard  or  average.  However, 
if  we  find  that  any  section  may  be  differentiated  as  giving  a 
mortality  considerably  heavier  than  the  standard,  or  for  in- 
stance, in  the  section,  married  women  with  husbands  bene- 
ficiary among  the  female  class,  we  exert  a  more  careful  selec- 
tion in  that  class.  I  do  not  believe  it  is  appropriate  to  base 
premiums  for  life  insurance  upon  population  statistics,  for 
personal  and  medical  selection  modifies  completely  the  mor- 
tality conditions. 

MR.  PATTISON  :  I  don't  like  to  submit  the  experience  of 
a  very  young  company  along  these  lines,  but  it  seems  to  me  that 
the  question  of  female  hazard  is  one  of  moral  hazard.  The 
company  I  am  connected  with  has  actively  solicited  for  in- 
surance the  lives  of  women,  and  has  insured  them  the  same  as 
men,  but  has  only  solicited  in  the  country  districts.  We  have, 
I  imagine,  a  little  over  a  million  of  female  insurance  in  force, 
which  has  extended  over  a  period  of  five  years,  and  we  have 
had  one  claim  of  $500  up  to  date.  But  I  think  where  there 
is  no  moral  hazard,  you  can  safely  insure  women  on  the  same 
terms  as  men ;  but  that  would  not  be  true  so  much  in  the  cities. 

MR.  CATHLES :  Mr.  Chairman,  I  have  studied  this  mor- 
tality of  women  for  quite  a  number  of  years  and  I  would 
hesitate  very  much  to  recommend  that  any  company  solicit 
women  freely,  because  of  the  experience  of  the  New  York 
Life.     I  think  Mr.  Carr  has  come  very  much  nearer  putting 
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his  finger  on  the  real  thing  to  investigate  than  have  any  of  these 
investigators.  There  is,  however,  one  point  that  has  not  been 
touched  upon,  and  that  is  the  impossibiHty  of  getting  the  same 
physical  examination  of  a  woman  that  you  can  of  a  man.  I 
think  that  that  is  entitled  to  some  weight. 

But  in  regard  to  the  emphasis  that  is  laid  on  the  question, 
I  would  like  to  ask  if  your  experience  is  not  much  the  same  as 
mine,  and  that  only  from  3  to  5  per  cent  of  our  risks  are  women. 
What  seems  to  me  to  be  of  great  importance,  as  Mr.  Carr  has 
suggested,  is  the  fact  that  there  are  few  women  that  we  have 
any  business  to  solicit  for  insurance  and  these  often  live  under 
unnatural  conditions. 

PROF.  CAMPBELL:  In  regard  to  army  officers,  it  seems 
to  me  that  there  was  a  point  there  that  was  not  brought  out, 
and  that  is  that  when  an  officer  gets  sick  he  may  retire  from 
the  army  and  consequently  doesn't  figure  in  the  death  losses.  I 
have  investigated  a  number  of  cases  of  employees  in  actual 
service,  and  the  death  losses  for  period  of  years  among  them  is 
practically  negligible.  We  account  for  it,  of  course,  by  the  fact 
that  when  a  man  gets  in  ill  health  he  frequently  withdraws 
from  the  service  and  the  record  of  his  subsequent  death  does 
not  appear  in  the  records  of  the  company. 

MR.  KIME :  In  the  medico-actuarial  investigation  it  was 
not  the  occupation  at  death,  but  the  occupation  at  the  time  the 
application  was  taken  that  was  considered. 
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STANDARD  PROVISIONS  AND  VALUATION  LAWS 

OF   THE   VARIOUS    STATES    AND   SOME 

PECULIAR  INTERPRETATIONS 

MR.  BUTTOLPH :  Mr.  President,  I  do  not  know  what  is 
expected  of  the  leader  on  this  topic.  We  are  all  of  us  pretty 
familiar  with  the  regulations  and  the  standard  provisions  of 
the  various  states,  and  also  the  valuation  requirements  of  the 
different  states,  and  too  many  of  us,  I  think,  are  familiar  with 
the  interpretations  that  are  sometimes  placed  upon  those  regu- 
lations and  provisions  by  the  insurance  departments. 

There  was  published  in  the  proceedings  of  the  Actuarial 
Society  of  America  for  October,  1907 — I  think  it  was — a  very 
comprehensive  article  on  the  laws  that  had  been  passed  up  to 
that  time.  If  memory  serves  me  right,  the  article  was  written 
by  Mr.  Rhodes  and  gives  in  a  very  convenient  form  the  regula- 
tions and  standard  provisions  of  all  the  laws  of  the  states,  so 
far  as  they  had  been  enacted  up  to  the  summer  of  1907.  Since 
that  time,  of  course,  there  have  been  a  good  many  states  that 
have  followed  suit  with  legislation  along  the  same  lines. 

I  have  run  across  numerous  instances  of  peculiar  interpre- 
tations of  the  laws  in  the  various  states.  These  are  interesting 
more,  I  think,  as  curiosities  than  as  a  practical  matter,  and 
hardly  worth  mentioning  at  this  time,  it  seems  to  me.  Some 
of  them  have  been  so  absurd  that  a  change  in  the  administra- 
tion of  the  department  is  bound  to  work  a  change  in  the  rule. 
For  example,  I  know  of  three  departments  that  stated  that  a 
total  disability  clause  in  a  policy  which  provided  for  the  pay- 
ment of  the  face  of  the  policy  in  installments,  or  provided  for 
the  payment  of  50  per  cent  of  the  face  of  the  policy,  for  ex- 
ample, in  one  sum,  was  a  violation  of  the  laws  of  many  of 
the  states  that  there  shall  be  in  the  policy  no  provision  for 
settlement  at  maturity  for  a  less  value  than  the  face. 

In  regard  to  the  valuation  requirements  of  the  different 
states  there  is  nothing  new  that  I  can  say  on  that  subject. 
All  of  the  states  which  have  enacted  laws  for  modified  pre- 
liminary term  valuation  have  made  one  serious  blunder,  and  I 
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do  not  see  why  some  of  them  do  not  rectify  it — and  that  is 
in  the  wording.  So  far  as  I  know,  there  is  no  state  having  any 
such  law  which  has  provided  a  reasonable  method  for  valuing 
on  a  modified  basis  an  endowment  of  a  longer  term  than  20 
years.  One  or  two  of  the  states  have  made  arbitrary  rulings 
in  regard  to  the  methods  which  they  will  pursue  in  the  valua- 
tion of  such  forms  of  contract. 

They  are  purely  arbitrary  and  have  no  warrant  in  law. 
It  seems  to  me  that  if  any  of  the  gentlemen  here  are  influential 
in  the  matter  of  securing  legislation  it  would  be  well,  some 
time,  to  correct  that  very  manifest  flaw  in  the  laws  of  the 
several  states.  There  is  the  well-known  one  in  the  Michigan 
law  and  in  the  Tennessee  law,  and  lately  copied  into  the  Ohio 
law,  leaving  some  doubt  as  to  how  a  20-year  endowment  shall 
be  valued.  Those  three  states  do  not  value  20-year  endowment 
policies  in  accordance  with  the  strict  letter  of  the  law.  It  may 
be  that  they  are  valuing  them  in  accordance  with  the  intent  of 
the  legislature  at  the  time  the  law  was  passed.  I  am  surprised 
that  Ohio,  being  the  last  of  the  three  states  to  enact  that  law, 
covering  the  20-year  e-ndowment,  should  have  copied  that  un- 
fortunate wording. 

I  am  sorry  that  I  cannot  rise  to  the  occasion  and  give  you 
something  really  interesting  on  this  subject,  but  I  am  afraid  I 
cannot. 

MR.  MEAD:  So  far  as  generally  knovv'n,  I  believe  in  the 
enactment  of  the  Tennessee  and  Michigan  laws  it  was  a  slip — 
I  am  sure  that  in  the  case  of  the  Michigan  law  it  was,  but  in  the 
Ohio  law  it  was  intentional.  Ohio,  as  you  know,  first  enacted  a 
law  for  modification  on  the  ordinary  life  basis,  and  I  believe 
the  home  companies  in  Ohio  importuned  the  legislature  to 
amend  that  law  so  as  to  place  20-year  endowments  upon  a  full 
preliminary  term  basis. 

MR.  SEITZ :  If  Mr.  Buttolph  will  explain  a  little  further 
about  that  feature  of  his  long-term  endowment  policies  in  con- 
nection with  the  valuation  of  the  modified  preliminary  term 
basis — I  think  he  had  something  in  mind  that  he  didn't  men- 
tion. He  merely  mentioned  the  difficulty.  What  other  meth- 
ods did  you  have  in  mind,  Mr.  Buttolph  ?  Did  you  think  they 
objected  to  that  method  ? 

MR.  BUTTOLPH :    I  might  mention  that  the  law  clearly 
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specifies  that  method,  but  I  think  that  is  an  extremely  awkward 
method,  as  any  one  will  find  in  applying  the  law  to  the  calcula- 
tion of  a  premium  on  a  thirty-year  endowment  policy.  The 
law  requires  that  the  reserve  for  any  year,  including  the  first, 
shall  not  be  less  than  the  reserve  under  a  twenty-payment  life 
policy,  plus  pure  endowment  additions  necessary  to  provide 
for  the  difference  between  the  reserve  under  a  given  policy  at 
the  end  of  the  premium  payment  period  and  the  reserve  under 
a  twenty-payment  life  contract  at  the  same  time.  Now, 
when  you  compare  the  reserve  under  a  thirty-year  endowment, 
at  the  end  of  the  thirty  years,  with  the  reserve  of  a  twenty- 
payment  life  policy  at  the  end  of  thirty  years,  you  unavoidably 
cover  that  period  of  time,  namely,  ten  years,  when  there  are  no 
premiums  being  paid  under  the  twenty-payment  life;  and  you 
will  find  that  in  a  great  many  instances  the  reserve,  at  the  end 
of  the  first  year,  under  a  so-called  modified  preliminary  term 
endowment  contract,  is  greater  than  the  reserve  under  a  full 
net  level  premium  endowment  contract. 

IMR.  NITCHIE :  When  these  laws  were  still  young,  I  had 
some  correspondence  with  the  Illinois  department  and  the  con- 
clusion reached,  which  they  stated  to  me,  was  that  the  pre- 
mium term  meant  the  common  premium  term,  whatever  it 
might  be — lo,  15  or  20  years. 

MR.  DRAPER:  On  the  point  just  mentioned  by  Mr. 
Nitchie,  he  and  I  had  quite  a  discussion  some  two  years  ago  on 
that  very  point,  and  I  took  the  subject  up  with  Major  Brinker- 
hofif  and  asked  him  if  he  could  tell  me  what  he  thought  the  law 
intended,  and,  in  brief,  lie  said  that  the  reserve  at  the  end  of 
twenty  years  should  be  the  full  reserve  as  though  it  had  been 
written  on  the  full  reserve  basis. 

MR.  BUTTOLPH:  Of  course,  the  reser\'e  has  to  be  the 
full  reserve  at  the  end  of  the  premium  paying  period.  There 
is  no  other  way  possible. 

MR.  DRAPER:  I  also  had  some  discussion  with  Mr. 
Appleby  prior  to  talking  with  Major  Brinkerhoflf  and  there 
was  some  difference  of  opinion  as  to  the  meaning  of  the 
Illinois  law. 

MR.  BUTTOLPH :  The  reserve  is  bound  to  be  enough  to 
purchase  future  benefits. 

MR.  APPLEBY :    I  don't  remember  exactly  the  discussion 
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that  Mr.  Draper  refers  to.  My  idea  of  that  has  been  that  if 
you  have  a  twenty-pay  30-year  endowment  the  reserve  at  the 
end  of  20  years  must  be  the  single  premium  for  a  lo-year  en- 
dowment at  age  20  years  older  than  age  at  entry. 

I  have  only  had  to  prepare  a  special  case  here  and  there, 
as  the  companies  with  which  I  have  been  associated  do  not 
issue  odd  forms  of  policies,  but  in  case  of  a  30-pay  30-year 
endowment  I  would  use  three  nets.  I  would  modify  it  on  the 
basis  of  the  twenty-payment  life  for  the  first  twenty  years, 
and  thereafter  I  would  use  a  premium  that  would  mature  it 
in  thirty  years  from  the  date  of  the  policy  (full  reserve 
premium). 

MR.  DRAPER :  The  point  is  as  to  whether  the  Illinois  law 
means  the  reserve  at  the  end,  say  of  twenty  years,  on  a  pre- 
liminary term  endowment  policy,  or  a  full  reserve  policy.  Now, 
the  Illinois  law,  as  I  remember  it,  reads  so  that  you  could  con- 
strue it  to  mean  that  the  reserve  at  the  end  of  twenty  years, 
say  on  a  thirty-payment  endowment,  may  be  the  reserve  on  a 
full  preliminary  term  thirty  years  endowment.  But  Major 
Brinkerhoff  said  that  that  was  not  the  intention. 

MR.  NITCHIE:  I  think  Major  Brinkerhoff,  in  all  the 
talks  I  have  had  with  him,  always  held  that  it  was  the  reserve 
at  the  end  of  twenty  years,  on  a  preliminary  term  thirty-year 
endowment,  and  the  excess  of  that  over  the  twenty-payment 
reserve  (full-paid  life  reserve)  was  the  measure  of  the  excess 
premium  and  from  that  time  on  to  the  end  of  the  thirty  years, 
the  premium  is  the  preliminary  term,  thirty-year  endowment 
premium. 

MR.  DRAPB'R :  That  is  the  construction  that  I  would  give 
to  the  reading  of  the  law,  but  that  is  not  what  he  told  me. 

MR.  NITCHlIt:  My  correspondence  with  him  was  that 
the  premium  term  ^'escribed  in  the  law  means  the  common  pre- 
mium term — that  is,  I  he  20  years,  or  in  case  of  a  10  or  15-year 
endowment,  10  or  15  years. 

MR.  WEBB :  Mr.  President,  I  would  like  to  add  a  few 
words  to  this  discussion,  although  not  along  the  same  lines, 
but  rather  along  practical  lines. 

During  the  past  five  years  I  have  had  to  issue  a  good  many 
endowment  policies  on  terms  exceeding  twenty  years,  and  of 
course  there  was  a  question,  and  I  have  got  over  the  difficulty 
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by  simply  issuing  a  policy  on  the  full  thirty-premium,  omitting 
all  reference  to  preliminary  term.  Of  course  I  know  that  I 
will  be  told  that  theoretically  that  is  a  very  wrong  thing  to  do, 
because  for  the  first  year  the  policy  is  not  paying  anything; 
but  there  are  so  few  of  those  policies  issued  by  the  average 
company  that  it  seems  to  me  that  they  can  afford  to  issue  the 
policy  at  the  regular  full  reserve  rates  and  put  in  the  full 
reserve  value  all  the  way  down.  The  loss*  is  more  than  made 
up  by  the  fact  that  your  conscience  is  quite  clear  and  you  will 
have  no  difficulty  whatever — not  even  with  the  Colorado  de- 
partment ! 

MR.  BUTTOLPH :  But  here  comes  one  department  and 
says  that  they  will  not  permit  a  company  that  does  the  bulk 
of  its  business  on  a  modified  preliminary  term  valuation  to 
write  any  policies  on  the  full  net,  level  premium  basis. 

MAJOR  CARR :  I  don't  know  whether  anybody  will  be 
interested  in  it  or  not,  but  I  wish  to  relate  an  instance  of  what 
I  consider  a  very  peculiar  interpretation  made  by  a  department 
in  a  state  having  a  compulsory  deposit  law,  in  which  they  have 
ruled  that  a  loan  taken  to  pay  a  premium  cannot  be  accepted 
as  a  deposit  against  the  reserves,  ruling  that  the  law  requires 
that  the  premiums  shall  be  paid  in  advance,  and  that  it  is  not 
a  payment  if  not  paid  in  cash,  and  therefore  they  refused  to 
accept  a  premium  loan  agreement  as  a  deposit.  That  is  an 
actual  ruling,  but  I  don't  know  how  long  it  is  going  to  last. 

MR.  CATHLES :  I  have  met  with  conditions  similar  to 
that,  and  have  obviated  the  difficulty  in  this  way.  By  a  careful 
construction  of  the  law  the  net  reserve  of  the  policy  was  held 
not  to  include  such  amounts  as  had  been  loaned  or  credited 
to  the  policy  holders,  so  that  there  was  no  deposit  necessary. 

MR.  KIME:  Mr.  Buttolph's  reference  to  curiosities  a 
while  ago  reminds  me  of  an  instance  that  came  to  my  notice  a 
while  back.  It  was  just  after  the  enactment  of  the  standard 
provision  law.  The  law  of  one  state  specified  that  the  policies 
should  contain  a  table  of  loan  and  surrender  values,  etc.,  and 
a  company  filed  a  policy  in  that  state  which  contained  two 
tables,  one  of  surrender  values,  cash,  and  so  on,  and  another 
table  of  loan  values.  The  department  refused  to  file  the  policy 
on  the  ground  that  it  didn't  contain  a  table  of  cash  surrender 
values,  etc. 


56  The  Record  [November 

MR.  NITCHIE:  I  had  a  similar  discussion  with  one 
department  with  reference  to  the  period  of  grace.  I  was 
drafting  a  poHcy  and  was  going  to  specify  31  days  on  the 
ground  that  the  greater  contains  the  less,  but  the  department 
would  not  approve  it.  The  law,  they  said,  was  one  month,  and 
they  would  only  allow  it  to  read  "one  month !"  but  consented 
to  the  qualification,  "not  less  than  30  days." 
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SOME     RECENT     FAR-REACHING     LEGAL     DECI- 
SIONS AND  POLICY  CHANGES  REQUIRED 

MR.  RAUB :  Mr.  Chairman,  I  want  to  say  in  the  begin- 
ning that  I  will  try  to  stay  as  close  to  the  subject  assigned  as 
possible.  You  doubtless  appreciate  that  if  a  person  should  get 
very  far  from  this  subject  they  never  could  conclude  it  in  the 
time  allotted  for  the  discussion,  and  furthermore,  it  would 
be  impossible  to  make  a  careful  preparation  such  as  would  be 
necessary  for  that  kind  of  a  discussion. 

I  have  examined  rather  carefully  and  have  sought  advice 
on  this  matter  as  to  whether  or  not  there  have  been  decisions 
in  any  state  that  require  any  policy  changes.  Of  course,  there 
have  been,  from  time  to  time,  unique  decisions,  and  some  of 
you  may  have  had  experience  with  them  in  rulings  of  the  vari- 
ous state  departments.  I  have,  however,  tried  as  best  I  could 
to  select  only  decisions  that  would  afifect  the  general  and  cus- 
tomary form  of  policies. 

The  subject  to  which  I  will  address  myself  for  a  few 
minutes  is  one  of  vast  importance  to  the  life  companies  of  this 
country.  I  take  it  that  the  subject  is  intended  to  embrace  such 
policy  changes  as  will  require  practically  all  companies  to 
amend  or  change  their  policy  forms.  In  other  words,  the 
subject  does  not  include  changes  required  in  policies  that  are 
peculiar  or  unusual. 

Life  insurance  companies  with  reference  to  legislative  acts 
and  judicial  decisions  have  problems  to  solve  and  changes  to 
make  not  unlike  those  of  ecclesiastic  corporations  and  religious 
houses  under  the  common  law  of  England.  Blackstone  in 
speaking  of  the  various  statutes  relating  to  the  holding  of  real 
estate  by  ecclesiastic  corporations,  says : 

'Tn  deducing  the  history  of  these  statutes  it  will  be  a  matter 
of  curiosity  to  observe  the  great  address  and  subtle  contrivance 
of  the  ecclesiastics  in  eluding  from  time  to  time  the  laws  in 
being,  and  the  zeal  with  which  successive  parliaments  have 
pursued  them  through  all  their  fineness;  how  new  remedies 
were  still  the  parents  of  new  evasions ;  till  the  legislature  at 
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last,  though  with  difficulty,  hath  obtained  a  decisive  victory." 
So  in  like  manner,  standard  form  policies  are  provided  for 
by  statute  and  paternalism  runs  riot  in  the  regulation  of  life 
insurance  companies.    No  sooner  has  a  company  after  prayer- 
ful consideration  adopted  its  policy  forms,  than  some  legis- 
lative act  or  judicial  decision  upsets  its  entire  plans  and  again 
requires  policy  changes  to  meet  the  new  situation.     Probably 
the  most  important  decision  which  could  be  designated  as  such 
an  one  as  to  be  embraced  in  my  subject  is  the  recent  Indiana 
case  of  Indiana  National  Life  v.  McGinnis,  loi  N.  E.  289. 
The  facts  in  this  case  are  briefly  as  follows : 
On  December  9,  1907,  the  Indiana  National  Life  issued  a 
policy  of  $5,000  to  insured  wherein  his  mother  was  beneficiary 
to  the  extent  of  $3,000,  and  his  wife  beneficiary  to  the  extent 
of  $2,000.     The  policy  had  the  usual  clause  providing  for  a 
change  of  beneficiary.    It  appears  that  the  insured  obtained  the 
insurance  through  gross  fraud  and  misrepresentation  as  to  the 
state  and  condition  of  his  health.    These  facts  were  discovered 
on  or  about  November  30,  1908,  less  than  a  year  after  the 
issue  of  the  policy.     The  insured  had  gone  to  Colorado  for 
his  health  and  a  settlement  was  made  with  him  whereby  he  was 
paid  $140.45,  being  the  first  premium  with  six  per  cent  interest 
thereon,  and  at  the  same  time  the  company  procured  from  him 
a  signed  statement  purporting  to  be  in  full  satisfaction  and 
release  of  the  policy.      The  premium  due  December  9.   1908. 
was  not  paid,  but  the  beneficiaries  tendered  a  check  for  same, 
but  the  check  was  returned  with  the  information  that  the  policy 
had  been  cancelled  and  requested  that  the  policy  be  returned  to 
the  company.    Suit  was  brought  by  the  beneficiaries  about  one 
year  six  months  after  the  date  of  the  policy  and  the  court  held 
that  the  company  could  not  defend  on  the  ground  of  fraud  in 
procuring  the  policy,  as  the  policy  provided  that  it  should  be 
incontestable  after  one  year.    The  company  for  another  answer 
to  the  complaint  set  up  the  agreement  signed  by  the  insured 
November  30,  1908,  whereby  he  released  the  company  from 
any  and  all  liability  under  the  policy.    I  might  state  that  I  had 
a  conversation  a  short  time  ago  with  Judge  Spencer  who  wrote 
the  opinion  in  this  case  and  he  called  my  attention  to  certain 
facts  that  a  cursory  reading  of  the  case  will  not  disclose,  viz., 
that  the  beneficiaries  who  had  possession  of  the  policy  had 
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never  surrendered  it,  and  when  the  release  was  executed  in 
Denver  the  policy  was  not  returned  to  the  company.  He  alsc 
laid  stress  upon  the  fact  that  the  beneficiaries  had  paid  the  first 
premium  and  had  also  tendered  the  second. 

The  opinion  of  the  court  was  substantially  as  follows : 
"That  a  beneficiary  under  a  life  insurance  policy,  even  though 
the  policy  provides  for  a  change  of  beneficiary  without  the 
consent  of  the  beneficiary,  has  some  interest  in  the  policy ;  that 
to  destroy  this  interest,  the  provisions  of  the  policy  must  be 
specifically  followed;  that  the  insured  can  only  defeat  the 
interest  of  the  beneficiary  by  strict  compliance  with  the  power 
given  in  the  policy ;  that  the  interest  of  the  beneficiary  is  a 
defeasible,  vested  interest  and  the  right  to  change  the  benefici- 
ary is  the  right  to  exercise  a  power."  The  court  then  cites 
several  cases,  among  others,  Holder  vs.  Prudential  Insurance 
Company,  yy  S.  C.  299 ;  Arnold  vs.  Empire  Life  and  Accident 
Insurance  Company,  60  Southeastern  270,  and  Smith  vs.  Head, 
75  Ga.  757. 

The  opinion  in  the  case  of  Arnold  vs.  Empire  Life  and 
Accident  Insurance  Company  is  quoted  at  some  length,  and 
while  I  do  not  care  to  burden  you  with  a  lengthy  discussion, 
yet  inasmuch  as  this  case  has  been  quoted  with  approval  by 
our  court,  it  becomes  of  some  importance  that  we  investigate 
this  decision.  In  this  case,  which  I  shall  refer  to  as  the  Georgia 
case,  the  court  held  that  the  beneficiary  has  a  vested  right  in  the 
policy  which  cannot  be  diminished  or  aflfected  by  subsequent 
agreements  between  the  insured  and  insurer,  and  that  the 
vested  right  can  be  divested  only  by  following  the  express 
provisions  of  the  policy.  In  this  case  a  note  had  been  given 
for  the  amount  of  the  premium  and  the  premium  paying  period 
was  extended  to  the  maturity  of  the  note.  According  to  the 
provisions  of  the  note  if  it  was  not  paid  at  maturity,  the  policy 
would  ipso  facto  become  void  except  as  otherwise  provided 
in  the  policy;  that  it  should  not  be  deemed  a  payment  of  the 
premium  but  only  for  extension  of  the  time  for  the  payment  of 
the  same ;  and  that  at  the  maturity  of  the  note  there  would  be 
due  the  proportion  of  its  face  and  interest  that  the  extension 
bears  to  the  whole  time  covered  by  the  premium.  The  court 
held  that  the  forfeiture  clause  in  the  premium  note,  not  being 
signed  by  the  beneficiary,  did  not  bind  the  beneficiary.     Of 
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course,  if  the  policy  had  provided  that  failure  to  pay  the  note 
voided  the  policy,  the  decision  would  probably  have  been  other- 
wise. 

To  quote  again  from  the  opinion,  "the  beneficiary  had  a 
vested  right  and  could  not  be  affected  by  any  acts  or  dealings 
between  the  insured  and  the  insurer  which  may  tend  to  graft 
new  conditions  upon  the  contract  of  insurance  without  the 
consent  of  the  beneficiary." 

If  the  case  of  Indiana  National  vs.  McGinnis  decided  by  the 
supreme  court,  "of  Indiana,"  is  hereafter  followed  by  our 
court,  it  will  logically  follow  that  a  decision  will  be  rendered 
in  this  state  similar  to  the  Georgia  case  last  mentioned.  My 
remarks  would  be  useless  unless,  like  counsel  for  the  ecclesi- 
astics under  the  common  law,  I  can  make  some  suggestion  as 
to  policy  changes  in  an  endeavor  to  avoid  the  effect  of  these 
decisions. 

Several  companies  have  already  inserted  the  following 
clause  in  their  policies,  doubtless  believing  that  they  were  meet- 
ing the  Indiana  decision, 

"The  insured  may  without  the  consent  of  the  beneficiary, 
exercise  every  right  and  enjoy  every  privilege  conferred  by 
this  policy." 

In  my  opinion  this  clause  does  not  solve  the  situation, 
because  as  stated  in  the  Indiana  case,  the  "rights  of  the 
beneficiary  may  only  be  destroyed  by  strictly  following  the 
provisions  of  the  policy."  The  clause  quoted  probably  clears 
the  question  as  to  policy  loans  and  the  cash  surrender  of  the 
policy,  but  as  practically  every  western  company  takes  some 
form  of  note  to  facilitate  renewals,  the  clause  above  men- 
tioned is  not  sufficiently  inclusive  to  protect  them  in  the  case 
of  these  notes. 

I  have  had  no  communication  with  any  of  the  Georgia 
companies  concerning  the  Arnold  vs.  Empire  Life  &  Accident 
Company  decision,  but  as  a  proof  that  the  companies  of 
Georgia  have  given  this  decision  their  consideration.  I  desire 
to  call  your  attention  to  the  following  clause  which  I  find 
inserted  in  the  policies  of  the  State  Mutual,  of  Rome,  Georgia : 

"The  insured,  may  without  the  consent  of  the  beneficiary, 
exercise  every  right,  and  enjoy  every  privilege  conferred  by 
this  policy.    The  beneficiary  shall  not,  by  virtue  of  the  terms 
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of  this  policy,  have  any  vested  interest  hereunder,  and  any 
contract  or  agreement  made  by  the  insured  in  connection  with 
this  policy,  or  the  payment  of  any  premium  hereon,  shall  be 
valid  and  binding  on  all  persons  interested  in  this  policy  as 
beneficiary  or  assignee,  and  it  shall  not  be  necessary  to  obtain 
the  assent  of  the  beneficiary  or  assignee  to  any  such  contract 
or  agreement." 

After  giving  the  matter  considerable  study,  I  am  of  the 
opinion  that  the  clause  adopted  by  the  State  Mutual  of  Rome, 
Georgia,  meets  the  situation  developed  by  the  decisions  men- 
tioned; especially  if  there  is  no  note  provision  in  the  policy 
itself. 

It  will  be  observed  that  the  above  clause  used  by  the  State 
Mutual  mentions  the  "assignee"  in  connection  with  the 
beneficiary.  It  is  the  uniform  rule  in  all  states  that  an  assignee 
has  a  vested  right  in  an  insurance  policy.  Following  the  logic 
of  the  Indiana  case  and  as  amplified  in  the  Georgia  case,  a 
premium  note  providing  for  forfeiture,  unless  assented  to  by 
the  assignee,  would  probably  not  be  binding  upon  an  assignee. 
Doubtless  the  form  of  assignment  could  be  so  worded  as 
to  take  care  of  this  situation,  but  unless  the  form  of  assign- 
ment does  make  such  a  provision  with  reference  to  premium 
notes,  it  would  certainly  be  advisable  to  adopt  the  above  form 
in  toto. 

I  have  made  a  somewhat  careful  investigation  particularly 
as  to  decisions  in  other  states  and  I  do  not  find  any  other 
decisions  than  the  ones  mentioned  which,  in  my  opinion,  are 
sufficiently  important  to  require  any  policy  change. 

MR.  DRAPER:  In  this  connection,  Mr.  Chairman,  I 
recall  the  circumstances  of  a  case  which  was  reported  briefly 
in  the  Insurance  Field,  of  October  19th,  in  which  a  man 
insured  his  life  and  gave  a  note,  and  the  man  died  before 
the  company  had  accepted  the  application,  and  the  executors, 
or  the  people  interested  in  the  estate,  brought  suit  to  recover 
on  the  policy.  The  company  got  judgment.  There  was  a 
premium  loan  also,  in  connection  with  the  matter,  which 
modified  the  conditions  somewhat,  but  the  reason  the  company 
got  judgment  seemed  to  be  because  of  the  way  in  which  their 
clause  read,  relating  to  the  calculation  of  surrender  values, 
where  there  was  an  indebtedness  on  the  policy,  the  clause 
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clearly  providing  how  it  should  be  calculated.  I  looked  up 
the  reading  of  the  same  clauses  in  a  number  of  cases  and 
found  them  quite  indefinite.  The  clause  in  some  of  the 
policies  now  being  used  by  some  middle  west  companies  is 
very  indefinite,  and  my  purpose  in  mentioning  this  at  this  time 
is  to  call  attention  to  the  specific  way  in  which  some  of  the 
companies  treat  that  question,  and  the  indefinite  way  in  which 
others  treat  it,  and  to  suggest  to  those  companies  that  do  not 
have  a  very  clear  clause  in  regard  to  indebtedness  should 
modify  their  policies  and  clearly  express  the  conditions. 

MR.  BYERS:  Mr.  President,  I  conceive  that  whatever 
the  expressions  in  our  decisions  have  heretofore  been,  the 
rule  laid  down  in  this  Indiana  case,  referred  to  by  Mr.  Raub, 
will  represent  the  law,  eventually,  if  it  does  not  now. 

The  rule  was,  as  you  all  know,  prior  to  the  introduction  of 
the  provision  for  a  change  of  beneficiary,  that  the  beneficiary 
acquired  a  vested  interest  in  the  policy  on  its  issuance.  That 
worked  a  hardship,  frequently,  with  the  result  that  when  the 
right  to  change  the  beneficiary  was  inserted  in  the  policy,  the 
courts,  in  order  to  carry  out  what  had  been  the  manifest  inten- 
tion, held  that  the  beneficiary  acquired  no  vested  interest  in 
the  policy,  because  the  right  to  change  the  beneficiary  was 
reserved  to  the  insured.  A  great  many  cases  have  been 
decided,  standing  for  that  proposition ;  but  I  conceive  that 
those  decisions  are  not  well  thought  out,  and  I  believe  that  the 
decisions  in  Indiana  represent  what  the  law  is  coming  to  be. 
My  reason  for  thinking  so  is  this : — going  outside  of  the  law  of 
insurance,  for  the  moment — if  I  conveyed  to  you,  Mr.  Presi- 
dent, a  piece  of  property  by  deed,  and  I  say  that  should  I,  for 
any  reason,  decide  to  withdraw  that  deed  and  transfer  that 
property  to  somebody  else,  I  may  do  so,  I  believe  that  no  one 
will  deny  that  in  the  interim  the  grantee  would  hold  a  vested 
interest  in  that  property.  He  would  hold  an  interest  which 
was  then  vested,  but  which  might  be  divested  by  a  condition 
subsequent,  or  an  action  thereafter  to  be  performed  upon  the 
part  of  the  grantor. 

Now,  what  are  the  conditions  in  this  case  ?  The  conditions 
are  that  the  policy  is  issued,  payable  to  X,  provided  that  if 
the  insured  should  subsequently  decide  to  change  the  benefici- 
ary, he  might  do  so.     But  the  policy  stipulates  that  if  the 
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beneficiary  be  changed,  it  shall  be  changed  in  the  way  indicated. 
It  follows  that  if  the  interests  of  that  beneficiary  are  to  be 
divested,  it  shall  be  done  in  the  way  stipulated  in  the  contract. 
Now,  any  other  method  of  discharging  the  obligations  of  that 
policy,  I  take  it  will  not  be  binding  upon  the  beneficiary,  be- 
cause, as  I  say,  the  beneficiary  is  vested,  subject  to  be  defeated 
by  a  condition  subsequent.  That  same  proposition  is  sup- 
ported— only  on  an  endowment  policy — in  an  earlier  decision 
in  this  state,  and  I  believe  that  this  decision  is  the  proper 
conclusion  to  be  reached,  from  a  reading  of  the  former 
decision.  I  believe  that  the  insured  misconceived  his  remedy. 
The  policy,  we  will  assume,  was  secured  by  fraud.  The  com- 
pany might  have  elected  to  avoid  the  policy  as  a  contract. 
The  company  might  have  said  to  the  insured,  "We  rescind 
this  contract,  because  it  was  secured  by  fraud,"  and  the 
insured  may  have  acquiesced  in  that  decision.  In  other  words, 
the  rescission  of  a  contract,  dating  to  its  original  date,  is  an 
agreement  that  there  never  was  a  contract,  and  if  there  never 
was  any  contract,  of  course  the  beneficiary  could  make  no 
claim  under  that  instrument,  it  being  nothing  at  all,  it  being 
a  nullity.  That  was  the  remedy  of  the  company  in  this  case. 
The  legal  proposition,  I  think,  is  sound. 

Now,  to  those  companies  who  have  policies  outstanding, 
and  who  want  to  take  them  up,  I  believe  their  only  remedy 
is  to  have  the  beneficiary  sign  a  release  that  will  secure  the 
result  desired. 

I  believe  that  it  will  be  safe  for  every  man  in  the  future, 
to  bear  in  mind  that  there  are  some  decisions  holding  that  the 
interests  of  the  beneficiaries  are  vested,  and  that  they  may  be 
divested  only  in  the  way  stipulated  in  the  policy. 

MR.  SEITZ  :  I  believe  that  decision  was  that  the  benefici- 
ary could  only  accept  the  benefit  given  in  the  policy,  and 
therefore  in  the  case  of  a  loan,  the  beneficiary  would  get  the 
amount  of  the  policy  less  the  loan. 

MR.  RAUB:  I  took  this  matter  up  pretty  thoroughly 
with  Judge  Spencer,  because  I  had  in  mind  this  very  discus- 
sion that  was  to  come  up  here  today,  and  Judge  Spencer  wrote 
the  opinion  in  that  case.  I  said,  "Judge,  we  have  loan  agree- 
ments out.  We  have  been  making  them  for  years,  and  every- 
body thought  that  when  the  right  was  reserved  to  change  the 
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beneficiary  in  a  policy,  that  you  could  make  a  loan  agreement 
without  the  beneficiary  signing  it."  And  he  said,  "This  don't 
change  that  at  all.  If  it  is  provided  for  in  the  policy,  he  can 
borrow  money  on  it.  If  nothing  is  said  about  the  consent  of 
the  beneficiary  being  required,  the  insured  can  go  ahead  and 
borrow  money  on  the  policy.  That  don't  change  that  at  all. 
You  can  exercise  all  of  the  rights  and  benefits  that  you  had  in 
the  policy  before,  even  though  they  defeat  the  beneficiary,  but 
you  cannot  exercise  any  that  are  not  given  there,  and  there 
certainly  wasn't  any  given  in  the  policy  in  the  McGinnis  case." 
There  was  nothing  in  there  that  gave  them  the  right  to  cancel 
that  policy,  and  they  did  that  extraneous  to  their  agreement. 

MR.  CATHLES :  I  don't  know  that  any  other  members 
are  laboring  under  the  same  difficulty  that  I  am,  but  I  don't 
quite  understand  the  position  that  Mr.  Raub  has  described. 
Did  you  say  there  was  a  premium  note  involved  ? 

MR.  RAUB:     No,  that  was  the  Georgia  case. 

MR.  CATHLES:     In  this  particular  Indiana  case? 

MR.  RAUB :    There  was  no  premium  note  involved. 

MR.  CATHLES:  It  was  simply  a  case  of  repaying  the 
premium  to  the  insured? 

MR.  RAUB:  Yes.  You  cannot  defeat  the  rights  of  the 
beneficiary,  unless  there  is  something  in  the  policy  giving  you 
the  right  to  defeat  the  beneficiary,  and  whenever  you  execute 
a  premium  note  that  has  a  clause  for  forfeiture  in  it,  you  are 
"adding"  something  to  the  policy  that  is  not  in  the  policy 
at  all,  and  the  beneficiary  may  know  nothing  about  the  con- 
ditions.    You  are  defeated  by  adding  new  conditions. 

MR.  CATHLES :  In  a  case  like  that,  you  have  a  previous 
condition — if  the  note  is  not  paid  at  the  end  of  the  extension 
period,  you  are  still  left  with  the  fact  that  the  premium  was 
not  paid  when  it  fell  due,  and  therefore  the  policy  lapsed. 

MR.  RAUB:  Well,  they  hold  that  the  note  was  a  pay- 
ment, in  "the  Georgia  case,"  and  you  couldn't  get  away  from 
that. 

MR.  RIETZ :  I  would  like  to  ask  Mr.  Raub  whether  he 
can  give  us  some  idea  as  to  what  the  procedure  of  this  Indiana 
company  should  have  been,  where  this  man  secured  this  policy 
by  fraud  ?    I  suppose  the  beneficiaries  did  not  want  to  give  up 
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this  policy.    Did  the  company  have  no  recourse  ?    What  should 
the  company  have  done? 

MR.  RAUB :  They  could  have  brought  suit  for  cancella- 
tion of  the  policy,  and  set  up  the  facts,  but  of  course  they  did 
not  bring  that  suit,  and  when  they  set  up  the  facts  a  year  and 
six  months  later,  when  the  suit  was  brought  by  the  benefici- 
aries, the  court  told  them  that  they  were  beyond  the  incon- 
testable period  and  it  was  too  late.  Of  course  they  said  that 
only  one  premium  had  been  paid,  but  the  court  said,  ''Well, 
the  other  one  had  been  tendered,  so  that  if  there  was  no  other 
ground,  it  was  the  same  as  paid." 
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METHODS  OF  HANDLING  PREMIUM  EXTENSION 

NOTES 

MR.  BECKETT :  I  believe,  Mr.  President,  that  this  ques- 
tion can  be  handled  very  briefly  now,  in  view  of  the  fact  that 
the  discussions  on  various  topics  have  merged  somewhat  into 
this.  I  shall  therefore,  limit  myself  to  a  brief  statement  of 
the  principles  involved  and  a  few  remarks  with  reference 
to  practice. 

PRACTICE. 

I  do  not  believe  it  is  good  practice  to  accept  renewal 
premium  extension  notes,  unless  it  be  in  exceptional  cases, 
for  the  full  amount  of  annual  premium,  and  certainly  not 
unless  the  reserve  on  the  policy  is  sufficient  to  pay  the  mor- 
tality cost  for  the  extended  time. 

Policies  upon  which  extension  notes  would  be  accepted 
might  be  roughly  divided  into  two  classes: 

(a)  Having  sufficient  terminal  reserve  to  pay  the  earned 
portion  of  the  note  in  case  it  is  not  paid  at  maturity. 

(b)  Policies  without  terminal  reserve. 

I  believe  that  in  class  (a)  it  is  always  best  to  insist  upon 
some  cash  payment,  for  experience  will  show  that  after  a 
man  is  required  to  pay  some  cash  and  finds  that  the  company 
insists  upon  protecting  itself  that  he  will  value  his  policy 
more  highly  and  is  more  likely  to  make  arrangements  to  pay 
his  note.  In  class  (b)  a  cash  payment  of  sufficient  amount 
to  pay  the  mortality  for  the  note  period  should  certainly  be 
insisted  upon  before  the  note  is  accepted  by  the  company. 
FORM  OF  NOTE. 

I  have  two  forms  of  notes,  either  of  which  have  stood  the 
test  of  time  and  the  first  of  which  is  slightly  more  liberal  than 
the  second. 

$ 

After  date  I  promise  to  pay  to 

Insurance  Company,  at  its  Home  Office, 

for  value  received,  the  sum  of   Dollars 

With  interest  at  6%  per  annum  from  date,  with  Attorney's 
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fees,  and  waiving  relief  from  valuation  and  appraisement  laws. 

Same  being    the  amount  of  the    annual 

premium  due  and  payable  the  ....  day  of 

on  Policy  No ,  of  said  company. 

I  understand  and  hereby  agree  that  neither  this  note,  nor 
any  extension  thereof,  is  given  or  accepted  as  a  payment  of 
said  premium.  And  I  agree  that  the  non-payment  of  this 
note,  or  any  extension  thereof,  at  maturity,  shall  ipso  facto 
lapse  said  policy,  and  there  will  be  due  the  proportionate 
part  of  the  face  of  this  note,  with  interest,  that  the  time  from 
date  to  the  maturity  of  this  note,  or  any  extension  thereof, 
bears  to  the  whole  time  covered  by  said  premium.  I  also  agree 
that  upon  non-payment  of  this  note,  or  any  extension  thereof, 
if  said  policy  should  have  any  reserve  value,  the  company  may 
charge  the  proportionate  part  of  this  note,  or  any  extension 
thereof,  that  may  be  due  as  above  provided,  against  such 
reserve  value,  and  any  extended  insurance  it  may  have  shall 
be  accordingly  reduced. 
Pol.  No 19 . . 

ON  OR  BEFORE after  date,  with- 
out grace,  and  without  demand  or  notice,  I  promise  to  pay  to 

the Insurance  Company, 

dollars  at 

value  received,  with  interest  at  the  rate  of  five 

per  cent,  per  annum.     This  note  is  accepted  by  said  company 

at  the  request  of  the  maker,  together  with   

.  .    .  : Dollars,  in  cash,  on  the  following 

express  agreement : 

That  although  no  part  of  the  premium  due  on  the 

day  of  19.  •,  under  Policy  No issued  by 

said  company  on  the  life  of   has 

been  paid,  the  insurance  thereunder  shall  be  continued  in  force 
until  midnight  of  the  due  date  of  said  note:  That  if  this  note 
is  paid  on  or  before  the  date  it  becomes  due,  such  payment, 
together  with  said  cash,  will  then  be  accepted  by  said  company 
as  payment  of  said  premium,  and  all  rights  under  said  policy 
shall  thereupon  be  the  same  as  if  said  premium  had  been 
paid  when  due:  That  if  this  note  is  not  paid  on  or  before 
the  day  it  becomes  due,  it  shall  thereupon  automatically  cease 
to  be  a  claim  against  the  maker  and  said  Company  shall  re- 
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tain  said  cash  as  part  compensation  for  the  rights  and 
privileges  hereby  granted,  and  all  rights  under  said  policy- 
shall  be  the  same  as  if  said  cash  had  not  been  paid  nor  this 
agreement  made,  except  only  that  the  time  within  which  the 
owner  may  make  a  choice  of  benefits  after  lapse,  as  provided 
in  said  policy,  is  hereby  extended  for  three  months  after  the 
due  date  of  this  note,  but  no  longer :  That  said  company  has 
duly  given  every  notice  required  by  its  rules  or  by  the  laws  of 
any  state  in  respect  to  said  premium,  and  in  further  compen- 
sation for  the  rights  and  privileges  hereby  granted  the  maker 
hereof  has  agreed  to  waive,  and  does  hereby  waive,  every 
other  notice  in  respect  to  said  premium  or  this  note,  it  being 
well  understood  by  said  maker  that  said  company  would  not 
have  accepted  this  agreement  if  any  notice  of  any  kind  were 
required  as  a  condition  to  the  full  enforcement  of  all  its  terms. 
$ 

(NAME)    (NAME)    

(ADDRESS)    (ADDRESS)    

The  second  form  of  note  is  not  taken  by  the  company 
using  it  unless  there  be  some  cash  payment  made. 

TIME   ALLOWED. 

I  think  the  limits  should  be  not  more  than  six  months  on 
an  annual  premium,  three  months  on  a  semi-annual  premium, 
and  forty-five  days  on  a  quarterly  annual  premium. 

EXTENSION. 

If  one-half  the  note  is  paid  with  all  accrued  interest,  the 
balance  of  the  note  might  be  extended  for,  not  to  exceed,  one- 
half  the  original  time  of  the  note. 

COLLECTION    OF    NOTE. 

A  plan  of  collection  with  which  I  am  familiar  and  which 
has  proven  to  be  very  satisfactory  is  as  follows : 

A  first  notice  is  sent  to  the  insured  thirty  days  before  the 
due  date  of  the  note. 

A  second  notice  is  sent  out  on  the  day  following  the  due 
date  of  the  note. 

If  no  reply  is  received,  a  third  notice  is  sent. 

If  the  insured  still  ignores  the  correspondence,  the  note 
is  turned  over  to  the  collection  department  for  the  collection 
of  the  earned  portion  and  suit  is  filed  if  necessary. 

Success  in  this  work  depends  absolutely  upon  the  amount 
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of  intelligent  personal  attention  given  to  individual  cases,  and 
aside  from  formal  notices  and  general  plan  of  procedure,  no 
fixed  rules  can  be  given. 

WHEN  FORFEITED. 

The  laws  of  the  following  states  allow  grace  on  time  paper : 
Arizona,  Arkansas,  Mississippi,  New  Mexico,  North  Carolina, 
Oklahoma,  South  Carolina,  South  Dakota,  Texas,  Wyoming 
Office  Record  of  Renewal  Premium  Notes. 

Triplicate  Copy. 
Name  Note  No. 

Address  Policy  No. 

Premium  Due :     Note  Due      :  Note  Ext.  to  :  Note  Ext.  to 


Ann'l  Prem. 


Dividend 


Part'l  Pmts. 


Note 


Charged 


Paid 


Voided 


These  forms  are  made  in  three  different  colors,  which 
we  shall  style  as  white,  yellow,  and  blue.  At  the  bottom  of 
the  white  form  is  printed,  as  shown,  "Charged" — "Paid" — 
"Voided."  On  the  yellow  form,  in  place  of  "Charged"  is 
printed : 

"First  Notice  Sent." 

"Second  Notice  Sent." 

"Letters." 

The  blue  form  is  the  same  as  the  yellow  except  in  color. 

The  white  form  is  kept  in  a  loose  leaf  binder,  arranged 
according  to  serial  number.  The  yellow  is  kept  by  the 
cashier's  department,  arranged  as  to  serial  note  number,  and 
the  blue  is  kept  by  the  cashier's  department,  arranged  as  to 
due  date  of  the  note. 

The  clerk's  record  form  is  used  by  the  actuarial  depart- 
ment for  listing  so  as  to  make  the  necessary  deduction  from 
admitted  assets  in  preparing  statements.  A  schedule  of  policy 
loans,  premium  notes,  uncollected  and  deferred  premiums,  is 
made  up  with  the  following  headings: 
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No.  of 
Policy 


No.  of  Loan 

or 

Premium  Note 


Policy  :  Interest  Due  :  : 

Loan  :  and  :  : 

or  :  Accrued  on  :  Deferred  :  Uncollectea 

Lien  :  Loan  or  Lien  :  Premium  :   Premium 


Interest  Due 
and  Accrued  on 
Premium  Note 


Total 


Reserve 


Excess 


Which  form  a  convenient  Hst  and  record  to  be  filed  with 
other  schedules  pertaining  to  the  financial  statement  of  the 
company. 

UNDERLYING  PRINCIPLE. 

'he  execution  of  a  note  for  premium  payment  by  the 
insured  and  its  acceptance  by  the  company,  with  extension 
for  time  of  payment,  does  not  constitute  a  waiver  of  a  right 
to  forfeit  the  policy  for  non-payment  premiums,  but  is  an 
agreement  not  to  enforce  the  forfeiture  until  after  the  expira- 
tion of  the  extended  time. 
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HANDLING  THE  TOTAL  AND  PERMANENT   DIS- 
ABILITY ITEMS,  AS  SEGREGATED  IN  THE 
UNIFORM  REPORT  BLANK  FOR  1913 

MR  BECKETT 

At  the  National  Convention  of  Insurance  Commissioners 
the  following  changes  pertaining  to  total  and  permanent  dis- 
ability benefits   were  adopted : 

Page  2,  after  line  i8,  "Extra  premiums  for  total  and 
permanent  disability  benefits  $ " 

Page  3,  after  line  2,  "For  total  and  permanent  disability 
claims." 

Page  5,  line  7,  "Extra  reserve  for  total  and  permanent  dis- 
ability benefits  $ " 

Page  5,  after  line  15,  "Claims  for  total  and  permanent 
disability  benefits  $ " 

Page  9,  after  line  loi  of  the  gain  and  loss  exhibit,  "Net 

on    account    of    total    and    permanent    disability 

benefits   " 

The  laws  of  some  states  provide  that  insurance  against 
permanent  mental  or  physical  disability  resulting  from  accident 
or  disease,  combined  with  a  policy  of  life  insurance,  shall  be 
valued  on  the  basis  of  fifty  per  centum  of  the  additional 
premium  charged  therefor. 

The  majority  of  states  have  no  law  upon  the  subject. 

The  writer  was  anxious  to  learn  the  present  state  of 
opinion  upon  the  part  of  the  commissioners  with  reference 
to  what  would  be  an  acceptable  basis  for  companies  to  use 
in  making  the  annual  report  for  1913,  and  a  commutation 
was  sent  to  the  various  state  supervising  officials  under  date 
of  October  20th  and  replies  have  been  received  frnm  thirty- 
four  departments. 

DIGEST  OF  RULINGS. 
Dept. 
I — No  ruling— non  commital — refers  to  state  laws — enclos- 
ing copy — law   provides   50%   premium    for  accident. 
2 — i2^c  per  $1,000 — would  accept  Hunter's  tables. 
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3 — Non  committal — have  not  investigated  the  question  for 

lack  of  time. 
4 — No  ruling — no  law. 
5 — No   law — have   accepted    50%    premium — expect   to   use 

Hunter's  tables  in  1914. 
6 — Actuary  absent — reply  deferred. 

7 — No  law — no  ruling — believes  should  charge  entire  addi- 
tional premium  while  we  are  groping  in  the  dark. 
8— Law  specifies  50%  of  the  premium  charged  therefor. 
9- — So  far  not  ruled  officially — generally  believed  Hunter's 
tables  are  at  present  more  satisfactory.  Department  now 
requesting  companies  to  state  basis  upon  which  they 
are  reporting  the  reserves,  then  deciding  on  the  merits 
of  such  basis. 
10 — Inclined  to  accept  standard  of  home  department — thinks 

50%  of  premium  would  be  acceptable. 
II — Not  sure  it  is  entirely  safe  to  make  additional  reserve 
50%  of  premium  charged.     Have  undertaken  hereto- 
fore to  make  such  charge  as  would  cover  the  liability — 
anxious  for  more  information. 
12 — No  ruling — no  law. 

13 — Thus   far  charged   50%   of  premium — general  authority 
given   Insurance  Commissioner  to   require   statements 
on  such  basis  as  he  may  deem  proper. 
14 — No    permanent    basis    as    yet-^law    requires    50%     of 

premium. 
15 — Department  heretofore  required  50%   of  premium — has 
accepted  valuation  upon  the  basis  of  Hunter's  tables. 
16 — Companies    organized    under    laws    of    that    state    using 

Hunters  tables. 
17 — No  law — no  ruling — Hunter  would  be  satisfactory. 
18 — No  law — no  ruling — matter  left  to  the  discretion  of  the 
Insurance   Commissioner,   and  my   decision  would  be 
in  favor  of  Hunter's  tables. 
19 — No  ruling — non  committal. 
20 — No  law — Hunter's  tables  acceptable. 
21 — Hunter's  tables  standard. 

22 — No  law — department  requires  50%   of  premium — thinks 
this  sufficient. 
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23— Under     "Death     and     Accident"     law— 50%     of    gross 

premium  on  all  unexpired  risks. 
24— No   laws— no   rulings— if   required   to   make   a   decision 

would    follow    New    York    department.      Thinks   this 

would  be  generally  approved. 
25 — No    specified    provision — practice    to    require    50%    of 

premium. 
26 — Thinks  50%  of  premium  entirely  too  low — does  not  think 

they  should  be  written.    Has  no  law  upon  the  subject. 

Thinks    Insurance    Commissioners    should    determine 

basis  based  upon  company's  experience.     Has  not  seen 

Hunter's  tables. 
2^ — Law  requires  Commissioners  to  decide — shall  follow  New 

York  department. 

28 — Will  follow  rulings  of  home  departments  when  they  re- 
quire extra  reserve. 

29 — All  risks  other  than  life  shall  be  covered  by  a  reserve 
equaling  one-half  the  premium  paid.  Favors  Hunter's 
tables.  Believes  they  will  reach  the  decision  to  use 
Hunter's  tables. 

30 — No  special  code — has  construed  reserve  law  as  applying, 

and  requires  New  York  standard. 
31 — Hunter's    tables    would   be   satisfactory — or   any   higher 

standard. 
32 — Will  accept  valuation  made  upon  Hunter's  tables. 
33 — Hunter's  tables  would  be  satisfactory. 
34 — Practice  to  charge  one-half  gross  annual  premium. 

In  the  letter  to  the  departments  an  invitation  was  extended 
for  an  expression  of  opinion,  and  while  I  do  not  feel  at  liberty 
to  quote  from  these  expressions,  the  following  general  con- 
clusions may  be  drawn : 

1.  The  departments  have  not  reached  a  decision  for  a 
uniform  basis  of  valuation  and  it  is  doubtful  whether  either 
the  50  per  cent  gross  premium  or  Hunter's  tables  would  be 
acceptable  by  all  departments  in   1913. 

2.  When  there  is  no  law  upon  the  subject,  Hunter's 
tables  are  preferred. 

3.  There  is  some  feeling  of  dissatisfaction  with  the  50 
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per  cent  gross  premium  valuation  plan,  and  a  tendency  towards 
Hunter's  tables. 

Returning  to  the  items  of  the  blanks : 

The  first  in  income  "Extra  premium  for  total  and  per- 
manent disability  benefits  $ " 

I  do  not  desire  to  enter  into  any  discussion  of  the  com- 
parative merits  of  the  several  plans  for  arriving  at  the  correct 
premiums,  as  given  by  Johnson,  Pipe,  Mead,  Hunter,  Fackler, 
McAdam,  Little  and  others,  in  papers  and  discussions  upon 
the  subject.  Suffice  it  to  say  that  the  subject  has  perhaps 
been  as  fully  developed  as  it  will  be  until  life  insurance 
companies  have  had  sufficient  experience  with  this  class  of 
benefits  to  furnish  additional  valuable  data. 

The  tables  prepared  by  Mr.  Hunter  have  been  adopted  by 
one  department  and  mean  reserves  calculated  upon  standard 
forms  of  policies,  and  it  would  appear  as  most  likely  that 
premiums  and  reserves  calculated  upon  these  tables  would 
meet  with  more  general  approval  than  any  other  method  of 
valuation  for  some  years  to  come. 

There  are  undoubtedly  few  advocates  of  a  premium  charge 
uniform  at  all  ages  for  all  classes  of  policies. 

Of  course,  the  remarks  in  this  paper  apply  to  a  somewhat 
standard  total  and  permanent  disability  clause  providing  waiver 
of  premiurn  on  insured  becoming  totally  and  permanently 
disabled  before  attaining  the  age  of  sixty. 

H  the  office  premium  for  this  benefit  is  the  net  premium 
by  Hunter's  tables,  properly  loaded  according  to  the  com- 
pany's method,  there  will  be  no  great  difficulty  in  arriving 
at  the  item  of  income.  I  would  advocate  a  daily  apportion- 
ment of  premium  receipts,  with  a  subdivision  of  net  premiums 
and  loadings.  Some  extra  work  will  be  involved  this  year  if 
premium  receipts  have  not  been  so  segregated. 

LIABILITY  ITEM. 
The  reserves  upon  active  lives  can  be  calculated  without 
great  difficulty  from  Hunter's  Commutation  Columns,  but 
considerable  labor  will  be  saved  if  more  extended  commuta- 
tion columns  are  prepared  on  the  basis  of  pension  funds. 
I  have  prepared  such  additional  commutation  columns,  Amer- 
ican  Exp.   3% — using  King's   Pension   Fund  notations,   and 
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find  them  to  be  much  more  convenient  than  the  single  column 
method. 

Upon  invalid  lives  the  reserve  at  the  end  of  any  policy 
year  is  the  present  value  of  an  annuity  due  of  the  amount  of 
premium  waived  for  the  unexpired  term,  such  annuity  being 
calculated  on  the  basis  of  invalid  mortality.  This  reserve 
to  be  carried  in  addition  to  the  regular  reserve  on  the  policy. 
There  is  doubtless  a  minor  theoretical  objection  to  this  but 
I  believe  it  is  the  most  practical  and  is  easily  explained. 

If  the  premiums  are  waived  and  the  amount  thereof 
deducted  from  the  claim,  there  would  be  deducted  the  value 
of  an  insurance  of  the  amount  of  premiums  waived  to  date. 

In  case  a  reserve  value  of  50  per  centum  of  the  premium 
charged  therefor  be  insisted  upon  there  will  be  no  difficulty 
in  arriving  at  the  amount  of  reserve.  Whether  this  amount 
would  in  all  cases  be  in  excess  of  the  premium  charged 
depends  upon  the  company's  loading  upon  that  part  of  the 
premium  charged  for  disability. 

The  item  after  line  loi  of  the  gain  and  loss-  exhibit  is 
under  the  schedule  of  miscellaneous  items  and  reads:     "Net 

on  account  of  total  and  permanent  disability  benefits 

included  in  life  policies." 

In  as  much  as  gross  premium  receipts  and  loadings  are 
shown  under  running  expenses,  I  would  conclude  that  the  new 
item  referred  to  above  is  to  be  calculated  upon  the  net  basis 
throughout.  The  single  blank  that  has  come  to  my  hand  at 
this  time  is  incorrect  in  its  references  and  does  not  call  for 
an  explanation  of  the  method  by  which  the  amount  of  gain 
or  loss  is  ascertained.  I  shall  carry  the  gross  and  net 
premiums,  under  the  "Exhibit  of  running  expenses,"  as 
separate  items,  then  calculate  new  items  on  the  net  basis. 

MR.  CATHLES :  Mr.  President,  I  enjoyed  Mr.  Beckett's 
paper,  and  I  think  it  is  quite  instructive,  and  one  which  it 
required  quite  a  little  study  to  prepare. 

There  is  one  feature  of  this  disability  benefit  that  always 
sticKs  m  my  throat.  Mr.  Mead  makes  fun  of  me  about  it. 
When  you  consider  such  benefit,  you  are  leaving  out  of  account 
a  whole  lot  of  expense  that  you  are  really  put  to  in  the 
investigation  of  claims  for  disability,  and  I  am  not  quite  sure 
whether  the  experience  of  a  small  company,  like  the  South- 
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western  of  Texas,  on  disability,  is  going  to  be  the  same  as 
that  of  the  New  York  Life,  for  instance.  Personally,  I  just 
plead  guilty  to  being  unscientific,  and  have  made  out  a  separate 
column  in  my  cash  book  for  disability,  extra  premiums,  and 
the  total  of  that  column  each  month  goes  into  a  memo,  account 
in  my  ledger.  Everything  I  get  from  disability  benefits  I  put 
into  the  reserve,  until  I  know  just  what  our  own  experience 
is  going  to  be. 

I  would  be  very  much  interested  if  Mr.  Mead  would  give 
us  the  benefit  of  his  opinion  as  to  the  reserve,  which  should 
be  held  against  the  policies  where  there  is  disability. 

MR.  MEAD:  I  think  Mr.  Cathles  misunderstood  me. 
I  think  there  would  be  some  considerable  expense  attached 
to  handling  the  disability  matter,  but  I  had  the  understand- 
ing that  Mr.  Cathles  thought  the  expense  would  be  so  great 
as  to  render  it  undesirable  for  a  company  to  issue  such  a 
benefit.     That  is  the  way  I  understood  his  attitude. 

MR.  CATHLES :  Don't  take  me  too  seriously  in  that 
regard. 

MR.  MEAD:  In  computing  gross  premiums  for  dis- 
abilities, I  always  load  net  premiums  lOO  per  cent,  to  take 
care  of  the  fluctuations  and  extra  expense.  I  think  there  should 
be  a  special  method  of  reserve  accumulations  on  disability 
benefits.  That  is,  we  should  not  adopt  the  casualty  method  of 
setting  aside  one-half  of  the  premium,  for  the  benefit  is  of  an 
entirely  different  nature,  and  I  think  in  time  you  will  find  that 
the  legislation,  if  we  have  any,  will  follow  the  idea  that  the 
reserve  should  be  scientifically  computed,  and  not  merely  have 
a  reserve  based  upon  one-half  of  an  arbitrary  premium,  as 
is  charged  by  many  companies.  I  also  think  that  the  pre- 
miums should  be  computed  scientifically,  although  there  are 
some  companies  which  are  not  doing  it.  I  think  the  premiums 
should  be  segregated,  and  I  think  the  income  from  disability 
insurance  should  be  segregated  in  the  income  account,  and  the 
disbursement  on  the  disability  should  be  shown  on  the  disburse- 
ment account,  for  the  purpose  of  permitting  an  investigation  by 
anybody  who  may  care  to  do  so,  as  to  the  experience  of  the 
companies  as  a  whole,  on  this  proposition,  in  order  that  we  may 
gain  further  knowledge.  I  think  the  same  thing  should  be  done 
with  reference  to  the  double  indemnity  benefits.    A  year  ago  I 
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had  a  letter  from  one  of  the  prominent  members  of  the  com- 
mittee on  blanks,  as  to  whether  I  had  any  recommendations  to 
offer  as  to  the  blanks  in  respect  to  these  features,  and  I  rec- 
ommended that  the  item  of  income  should  be  shown  for  dis- 
ability benefits,  and  for  double  indemnity,  and  the  disburse- 
ments should  be  shown  on  down  through  the  report,  and  I 
believe  the  committee  has  followed  the  idea  in  drafting  the 
report  blank  for  this  year,  although  I  have  not  seen  it,  and 
only  heard  of  it  through  some  of  the  insurance  journals  some 
time  ago. 

MR.  SEITZ :  Mr.  President,  with  reference  to  taking 
of  premium  notes,  I  would  say  that  our  own  company  sends  out 
what  we  call  a  20-day  letter — in  other  words,  a  letter  twenty 
days  after  the  due  date  of  the  premium,  in  which  we  enclose 
a  note,  indicating  that  if  the  insured  has  reasons  for  not  send- 
ing the  cash,  we  will  be  willing  to  accept  the  enclosed  note  for 
the  premium. 

Now,  a  year  or  so  ago  we  had  trouble  in  getting  a  good 
renewal  clerk,  and  we  made,  probably,  three  changes  in  about 
a  month  and  a  half,  or  two  months.  Consequently  the  office 
routine  got  considerably  turned  upside  down,  and  many  of 
those  20-day  letters  did  not  go  out  at  all,  and  our  renewal 
premium  rate  account  went  down  from  about  ten  thousand 
to  about  eight  thousand,  and  I  must  say  that  those  lapses, 
during  those  months,  were  not  in  the  least  unfavorable,  com- 
pared with  the  lapses  during  any  other  time.  In  other  words, 
it  seemed  to  indicate  that  these  note  propositions  are  not 
necessarily  something  that  the  insured  has  to  take  and  that 
the  note  proposition,  perhaps,  is  not  the  very  best  thing  to 
always  offer  the  insured.  As  soon  as  we  got  our  renewal 
department  into  running  order  again  and  sent  out  the  20- 
day  letters,  the  premium  note  account  went  up  to  about  eleven 
or  twelve  thousand,  with  the  same  rate  of  lapses,  and  it 
struck  me  as  a  very  peculiar  proposition,  with  some  good  in- 
formation— that  may  be  it  is  not  well  to  be  in  such  a  big 
rush  to  offer  the  insured  premium  notes.  Possibly  it  might 
be  well  to  hold  off  a  little  longer ;  but  you  can't  hold  off  much 
longer  than  twenty  days. 

I  offer  this  as  a  very  peculiar  proposition,  and  possibly  no 
other  company  has  had  that  experience. 
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Now,  another  proposition  I  would  like  to  mention:  How 
the  companies  treat  premium  notes  as  they  are  entered  on 
their  books.  I  have  been  told  that  the  branch  office  of  a 
large  company  in  Chicago  holds  back  these  premium  notes 
and  does  not  report  them  as  premiums.  Of  course,  if  they 
are  extension  notes  they  might,  theoretically,  say  that  they 
are  not  notes;  but  all  those  notes  begin  with  "I  promise 
to  pay,"  and  it  strikes  me  that  they  cannot  very  well  get 
out  of  that  fact.  So,  I  think  it  is  a  good  proposition,  if 
they  can  do  so,  not  putting  their  premium  notes  into  their 
ledger  at  all,  until  the  money  comes  in  on  them,  and  then 
forward  the  premium. 

Now  that  might  be  followed  by  another  suggestion  that  I 
would  like  to  hear  discussed  by  some  of  the  members.  I 
just  mentioned  that  these  premium  notes  begin  with  the 
proposition,  "I  promise  to  pay,"  and  I  don't  think  that  these 
provisos  could  take  out  of  that  proposition  the  very  nature 
of  an  ordinary  note.  Now  wouldn't  it  be  just  as  well  to  state 
in  those  notes  that  they  are  extensions  of  premiums  and  "if 
it  is  not  paid,  I  agree  to  pay  to  the  company  a  certain 
amount,"  or  "when  the  time  does  come,  I  will  have  the  right 
to  pay  the  full  premium  without  giving  evidence  of  insur- 
ability" ?  Would  that  change  the  situation  and  make  it  in  the 
nature  of  an  absolute  extension,  and  not  have  the  effect  of  a 
commercial  note  in  it? 

MR.  ARNOLD :  Mr.  Beckett's  note,  I  think,  does  not  con-. 
tain  the  words,  "I  promise  to  pay." 

MR.  MEAD:  Oh,  yes,  it  says,  "I  promise  to  pay,"  but 
that  note  has  held  in  the  courts,  as  far  as  I  kijow — I  can 
not  cite  any  cases  now,  but  I  looked  it  up  in  a  digest  of 
insurance  cases  covering  twenty  years,  and  I  found  no  case  in 
which  it  had  failed. 
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METHODS    OF    HANDLING    PREMIUM     COLLEC- 
TIONS THROUGH  AGENCIES  BY  THE  NA- 
TIONAL LIFE  INSURANCE  CO.  OF 
THE  U.  S.  OF  A. 

MR.  CARTER:  In  outlining  the  method  of  our  com- 
pany in  the  matter  of  handHng  premium  collections  through 
agencies,  I  wish  to  say  at  the  outset  that  our  methods  are  in 
general  the  same  as  have  been  employed  for  many  years  in 
the  collection  of  premiums,  with  such  slight  changes  or  adapta- 
tions to  changing  conditions  from  time  to  time  as  have 
appeared  to  be  necessary  for  the  accurate  and  expeditious 
handling  of  our  growing  premium  collections;  and  do  not, 
therefore,  represent  the  actual  putting  into  operation  at  one 
time  of  a  distinct  method  or  system  of  handling  collections, 
either  of  first  year  or  renewal  premiums.  The  first  year's 
premium  collections  are,  in  the  practice  of  our  company, 
nearly  all  made  by  the  general  agency  through  which  the 
business  is  written;  while  the  bulk  of  the  renewal  premiums 
is  now  collected  direct  by  the  home  office,  or  through  the 
company's  paid  cashiers  in  the  several  states.  In  the  case 
of  some  general  agencies,  all  premiums,  both  renewal  and 
first  year,  are  collected  by  the  general  agent  and  by  him  re- 
ported to  the  company.  In  other  territory,  all  first  year's 
premiums  are  collected  by  the  general  agency  and  all  renewal 
premiums  by  the  company.  In  still  other  territory,  the 
premiums  on  the  business  of  old  or  discontinued  agencies  may 
be  collected  by  the  home  office,  while  the  new  and  renewal 
premiums  on  the  business  of  the  existing  agency  in  the  field 
may  be  collected  by  the  present  general  agent. 

Now  first,  as  to  the  methods  of  handling  collections,  I 
will  take  up  the  collection  of  first  year's  premiums.  When 
a  policy  is  written,  an  application  case  is  "faced  up,"  as  we 
term  it,  giving  all  details;  as,  the  number  of  the  policy,  the 
name,  address,  occupation,  date  of  birth  and  age  of  insured, 
net  and  gross  premium,  amount,  kind  and  date  of  insurance, 
beneficiary,  general  agent,  and  soliciting  agent.     The  policy 
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is  then  transmitted  to  the  general  agent,  accompanied  by 
receipt  for  the  first  premium;  and  from  the  application  case 
are  made  the  necessary  (a)  index,  (b)  valuation,  (c)  "town," 
and  (d)  mailing  or  premium  record  cards.  The  bookkeeper 
then  receives  the  application  case,  and  makes  out  what  we 
term  a  first  year  agency  card,  which  shows  the  kind  of  policy, 
the  date,  the  premium,  the  commission,  the  agency,  and  net 
amount  due  from  agent.  This  card  also  shows  the  net  first 
year's  premium  and  the  first  year's  reserve. 

These  first  year  cards  are  arranged  by  agencies  and  dates 
of  issue  (in  numerical  order)  so  that  the  bookkeeper  or 
auditor  may  tell  at  a  glance  just  what  policies  an  agency  has 
out  unsettled.  The  instruction  to  the  agent  is  that  all  pre- 
miums must  be  reported  to  the  company  in  cash  within  a 
certain  date  from  issue  of  policy,  as  fixed  by  his  contract. 
When  the  agent's  periodical  report  comes  in,  all  cards  for  first 
year  premium  settlements  reported  are  removed  from  the 
"pending"  file  to  the  "settled"  file.  The  company  does  not 
take  notes  for  first  year's  premiums.  If  taken,  it  is  at  the 
agent's  risk,  and  the  settlement  of  the  net  must  be  made  with 
the  company  per  the  agent's  contract,  or  the  policy  and  first 
year's  premium  receipt  must  be  returned  to  the  company,  and 
the  policy  is  marked  off  as  "not  taken."  It  is  one  of  the 
problems  of  the  agency  department  to  train  up  the  agencies 
for  prompt  reports  of  firs.t  year's  premiums,  and  to  hold 
down  to  the  minimum  the  "not  taken"  business.  Our  com- 
pany strongly  recommends  settlement  with  application,  by 
collection  of  at  least  a  part  cash,  for  which  a  receipt  is  given, 
to  be  redeemed  if  the  risk  is  declined.  The  proportion  of 
returned  or  "not  taken"  business  is  much  less  in  the  cases 
where  a  settlement,  in  whole  or  in  part,  has  been  made  at  the 
time  the  application  is  written. 

I  mentioned  that  the  first  year's  net  premium  and  the  first 
year's  reserve  are  shown  on  these  first  year  cards.  This 
enables  us  at  the  close  of  the  year  to  readily  take  off  from 
the  unsettled  first  premium  cards  the  gross  and  net  first  year's 
premiums  in  course  of  collection  and  the  reserve  offset. 

Now  taking  up  the  collections  of  renewal  premiums 
through  agencies,  I  will  say  that  in  a  considerable  number 
of  the  states  in  which  our  company  is  operating,  we  have 
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adopted  the  system  of  placing  the  company's  paid  cashier  in 
the  principal  office  in  the  state,  and  the  renewal  premiums,  as 
they  fall  due,  are  collected  by  the  cashiers;  premium  notices 
being  mailed  from  the  home  office  to  the  insured,  directing 
that  payment  be  made  to  the  cashier,  and  stating  that  the 
cashier  holds  the  official  receipt  and  is  authorized  to  counter- 
sign same.  Similarly,  where  there  is  no  cashier,  but  where 
the  general  agent  holds  a  renewal  contract  with  authority  to 
collect  renewal  premiums,  the  notice  mailed  from  the  home 
office  directs  where  and  to  whom  the  premium  is  to  be  remitted. 

Under  our  system  of  cashiers,  the  cashier  who  collects  the 
premiums  is  under  bond,  and  a  system  of  records  is  supplied 
from  the  home  office.  Where  the  general  agent  makes  renewal 
collections,  he  is  under  bond,  and  uses  a  system  of  records 
subject  to  the  inspection  of  the  home  office,  reporting,  usually 
once  a  week,  in  the  same  manner  as  is  required  of  the  com- 
pany's cashiers,  and  upon  the  same  report  blank  forms  sup- 
plied by  the  company. 

It  may  be  of  interest  to  explain  the  method  of  sending  out 
the  receipts  to  the  cashiers  or  general  agents,  and  the  check- 
ing of  reports  and  keeping  track  of  receipts,  in  order  to  know 
that  receipts  are  made  out  for  every  premium  falling  due 
and  that  they  are  forwarded  to  the  proper  cashier  or  agency 
for  collection. 

Going  back  to  the  point  where  the  policy  has  been  issued 
and  the  proper  index  card,  valuation  card,  town  card,  and 
mailing  or  premium  record  card  have  been  made,  as  explained 
in  the  comments  on  collection  of  first  year's  premiums,  I  will 
say  that  another  card  is  prepared  and  filed  according  to  the 
"agency"  or  "collection"  in  which  the  business  is  to  be  handled, 
and  which  we  term  the  "collection"  card.  The  record  card 
then  goes  into  the  file  of  all  premium-paying  business  in  force, 
filed  according  to  due  date  of  premium  and  in  numerical 
order.  The  first  year  collection  or  settlement  card  has,  we 
will  assume,  been  made  by  the  bookkeeper,  the  first  year's 
premium  been  settled,  and  the  case  rests  until  one  month 
before  the  next  year's  premium  becomes  due.  On  or  about 
that  date,  which  we  will  assume  to  be  the  ist  day  of  December, 
the  clerk  whose  duty  it  is  to  prepare  the  receipts  will  write 
from  the  record  cards  the  receipts  and  the  premium  notices, 
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with  direction  to  pay  to  the  proper  general  agent,  cashier,  or 
the  home  office,  as  the  case  may  be.  The  receipts  will  be  for 
all  the  premiums  due  on  the  ist  day  of  January  succeeding. 
Concurrently  with  the  preparation  of  the  receipts,  a  loose 
leaf  collection  register  will  be  written  up  from  the  collection 
cards,  entering  all  January  ist  collections  by  agencies  or  col- 
lectors. Then  the  receipts,  written  from  the  record  cards, 
are  compared  and  checked  with  the  collection  register,  thus 
giving  an  absolute  check  upon  the  work  and  insuring  the  in- 
clusion of  all  January  ist  premium  collections.  Transmittals 
are  then  written,  in  duplicate,  to  the  various  cashiers  or  col- 
lectors, listing  the  receipts  enclosed,  and  these  are  forwarded 
daily  to  the  agencies  or  collectors,  the  receipts  for  all  actual 
home  office  collections  being  turned  over  to  the  home  office 
cashier;  and  the  notices  are  then  mailed  direct  to  the  policy- 
holders. 

Reports  are  required  weekly  with  remittance  for  premiums 
paid  or  the  return  of  any  uncollected  receipts  on  which  the 
grace  has  expired.  As  the  reports  are  received,  proper  post- 
ing tickets  are  made,  and  the  collection  register  and  premium 
record  cards  are  duly  posted  up.  The  collection  register  will 
show  at  a  glance  any  unreported  receipts  in  the  hands  of  the 
agent  or  collector.  No  agent  or  cashier  is  permitted  to  hold 
receipts  after  the  expiration  of  the  grace,  and  if  a  policy  is 
restored  on  a  health  certificate  after  the  grace  has  expired, 
the  certificate  must  in  all  cases  be  first  submitted  to  the 
home  office,  accompanied  by  report  on  the  premium;  and  if 
the  certificate  is  satisfactory,  a  re-instatement  receipt  is  issued 
and  forwarded  for  delivery.  If  declined,  the  cashier  or  col- 
lector is  instructed  to  return  to  the  insured  any  remittance 
or  deposit  made  on  account  of  the  premium. 

Our  system  of  handling  renewal  collections  and  reports 
has  been  found  very  practical,  and  though  the  triple  record, 
viz.,  collection  card,  premium  record  card,  and  collection 
register,  involves  considerable  clerical  work,  we  have  found 
that  it  admits  of  a  system  of  checking  which  practically  elim- 
inates errors,  and  insures  the  mailing  of  all  premium  notices 
to  the  insured,  and  the  transmittal  of  receipts  to  the  various 
collectors,  at  a  uniform  period  of  time  before  the  premiums 
fall  due.  E.  B.  Mover. 

Assistant  Secretary,  National  Life  Ins.  Co. 
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STATE  INSURANCE, 

MR.  ANDERSON:  Mr.  President,  I  think  I  should 
explain  that  I  received  the  letter  inviting  me  to  introduce  this 
subject  so  late  that  I  did  not  have  time  to  reply  as  to  whether 
or  not  I  would  accept  the  job.  When  I  came  here  my  inclina- 
tion was  to  beg  off,  but  the  others  seemed  to  desire  that  the 
subject  should  be  presented,  and  I  thought  I  might  as  well 
open  the  subject.  I  simply  jotted  down  a  few  things  that 
came  to  my  mind  while  I  sat  here,  hoping  that  they  might 
suggest  thoughts  to  others,  and  bring  out  more  discussion. 

I  divided  my  subject  under  two  heads — first,  the  grounds 
for  adopting  state  insurance,  and,  second,  the  objections  to 
it  that  have  been  urged.  You  will  observe  that  I  have  not 
taken  a  stand  either  way,  because  I  do  not  want  to  appear  as 
either  an  advocate  or  an  opponent  of  state  insurance,  at  this 
time. 

Now,  under  the  reasons  for  adopting  state  insurance,  I 
have  two  general  heads — the  first,  being  revenue, — making 
it  a  revenue  producing  scheme.  Two  cases  come  to  mind 
where  it  has  been  adopted  for  that  purpose,  the  first  being 
that  of  Denmark,  wdiich,  I  want  to  say,  is  one  of  the  earliest 
cases  that  I  know  of,  where  any  kind  of  state  insurance  was 
adopted,  that  has  continued  down  to  the  present  time.  We 
read  of  other  cases  which  are  more  or  less  sporadic,  dating 
back  further  than  that  of  Denmark.  But  the  one  to  which  I 
refer  dates  back  to  1653,  and,  after  passing  through  various 
changes,  is  being  conducted  as  a  state  institution.  Under 
that  institution  all  government  employes  are  required  to  take 
out  insurance  and  are  admitted  without  examination.  They 
also  employ  agents  who  solicit  a  general  business,  and  it  is 
today  competing  with  private  companies. 

Another  instance  that  comes  to  mind  just  now  is  the  state 
monopoly  of  life  insurance  recently  established  in  Italy.  The 
purpose  there  is  not  primarily  to  obtain  revenue,  but  it  has  a 
little  of  that  element  in  it,  in  that  a  part  of  the  profits  from  the 
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business  is  put  into  a  fund  to  purchase  pensions  for  working 
men.  I  think  the  primary  purpose  of  the  Italian  scheme  is  that 
generally  assigned  by  institutions  of  that  kind,  namely,  that 
of  social  service. 

Now  under  the  head  of  social  service  I  have  several 
divisions.  Why  should  the  state  issue  life  insurance  policies 
as  a  matter  of  social  service?  The  two  objects  to  be  attained 
are,  first,  economy  in  the  management,  and,  second,  improved 
service.  It  is  thought  in  some  quarters  that  the  expense 
of  conducting  the  private  companies  is  too  large,  and  that  the 
state  can  conduct  the  business  more  economically. 

Under  the  head  of  improved  service  I  just  want  to  men- 
tion the  things  that  have  been  criticised.  First,  the  matter  of 
loading  for  expenses  and  granting  surrender  values.  The 
American  method  of  loading,  we  all  know,  is  rather  crude. 
It  is  not  claimed  even  that  it  rests  upon  any  theoretical  basis 
of  justice,  but  is  a  convenient  method  that  has  proven  more 
or  less  successful. 

Then  there  is  another  argument  that  I  must  say  appeals  to 
me  somewhat — that  is,  that  it  gives  a  splendid  endorsement 
by  the  state,  of  the  idea  of  insurance.  I,  for  one,  believe  in 
extending  the  benefits  of  insurance  in  every  way  that  it  can 
be  done  legitimately,  and  I  think  that  it  is  unfortunate  that  in 
many  quarters  life  insurance  companies  are  looked  upon  as  a 
necessary  evil,  that  are  allowed  to  transact  business  under  a 
license  very  much  as  a  saloon  is  allowed  to  transact  business. 
I  think  we  should  rid  the  public  mind  of  that  idea,  if  possible. 
In  Denmark,  for  example,  the  fact  that  the  State  is  issuing 
life  insurance  policies  gives  the  stamp  of  approval  upon  the 
idea  of  life  insurance,  by  the  State.  Now,  whether  or  not  that 
really  amounts  to  very  much  I  don't  know,  but  it  appeals  to 
me  as  a  possible  argument  for  it. 

The  fact  remains  that  people  do  not  flock  to  the  State  insti- 
tutions in  large  numbers  without  solicitation.  I  need  not  argue 
that  point. 

Now,  under  the  head  of  disadvantages  urged,  there  is  that 
of  being  paternalistic,  that  it  is  socialistic,  etc.  Of  course, 
it  is  taken  for  granted  that  it  is  somewhat  in  the  nature  of  a 
socialistic  scheme.  Then  there  are  the  political  difficuUies, 
especially  in  this  country,  where  the  heads  of  departments  are 
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changed  so  frequently  as  a  matter  of  political  fortune  or  mis- 
fortune. It  is  urged  that  no  one  could  conduct  the  business 
thoroughly  and  successfully  under  our  present  system  of 
government. 

In  that  connection,  too,  I  want  to  call  attention  to  the  fact 
that  the  governments  in  the  European  countries  are  held  in 
the  highest  esteem — much  higher,  I  might  say,  than  are  the 
governments  in  this  country.  Over  there  the  government  that 
governs  most  is  the  best  government.  Here  the  government 
that  governs  least  is  the  best  government. 

Then  it  is  urged  that,  although  the  State  scheme  is  purely 
mutual,  it  destroys  mutuality  to  this  extent :  that  the  members 
have  no  voice  in  the  management.  That  is  urged  as  an  objec- 
tion. Then  another  objection  that  is  urged  is  that  the  State 
cannot  invest  the  funds  as  profitably  as  can  a  private  company. 
That,  I  think,  perhaps,  is  pretty  well  established. 

These  are  merely  a  few  scattered  thoughts  that  came  to 
my  mind,  to  merely  introduce  the  subject.  I  do  not  pretend 
to  have  exhausted  it,  or  to  have  mentioned  all  the  schemes  that 
are  in  vogue  at  the  present  time.  I  did  not  think  you  would 
want  me  to  take  time  to  do  so. 

MR.  RAUB:  I  just  want  to  mention  one  other  objection 
to  the  State  scheme  as  it  exists  in  Wisconsin.  That  is  the 
matter  of  taxation.  As  I  understand,  all  the  local  companies 
are  taxed  on  their  premiums,  while  the  State  institution  is  free 
from  that  taxation. 

MR.  CATHLES :  It  might  be  of  interest  to  the  members 
of  this  association  to  say  that  the  last  time  I  met  Mr.  Ander- 
son was  in  Amsterdam,  last  year.  He  was  the  accredited 
representative  of  this  Institute,  and  there  delivered  greetings 
from  this  association.  When  he  ceased  talking  he  was  imme- 
diately the  center  of  a  very  animated  group  of  foreign  actu- 
aries, who  were  all  apparently  very  much  interested  and  very 
eager  to  learn  about  this  Wisconsin  insurance  scheme  in 
America. 
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IF    POLICY    EXHIBIT    IS    ON    PAID-FOR    BASIS- 
SHOULD  RESERVES  BE  ON  THE  SAME  BASIS? 

MR.  SEITZ :  Mr.  President,  from  my  standpoint  I  think 
that  question  could  be  answered  in  the  affirmative.  I  don't 
see  any  fairness  in  having  to  exhibit  on  any  other  than  a  paid- 
for  basis.  The  theory  of  the  paid-for  basis  report  is  that  you 
take  the  insurance  that  is  in  force  and  if  the  difference  between 
the  written  basis  and  the  paid  basis  is  not  in  force,  you  would 
have  no  reserve  for  it  and  therefore  you  would  not  put  it  in. 
That  is  the  way  it  strikes  me.  I  would  say  that  if  your  annual 
statement  is  on  a  paid-for  basis,  you  should  make  your  re- 
serves accordingly. 

MR.  BUTTOLPH :  Mr.  Seitz  answers  in  the  affirmative, 
but  my  answer  would  be  a  most  decided  no. 

The  policy  exhibit  referred  to  in  this  question,  I  take  it,  is 
the  exhibit  on  page  6  of  the  uniform  blank,  which  is  entitled, 
"Exhibits  of  Policies."  No.  i  Schedule,  "Including  Paid-for 
Business  only."  That  is  very  specific.  It  indicates  very  clearly 
what  is  meant,  and  I  don't  think  that  anyone  can  misunder- 
stand it.  The  same  statement  includes  many  non-ledger  assets, 
and  has,  at  least,  a  blank  for  insertion  of  uncollected  new  pre- 
miums. The  jurat  to  which  the  officers  of  the  company  have 
to  subscribe  contains  this  statement:  "and  that  the  foregoing 
statement,  with  the  schedules  and  explanations  therein  con- 
tained, annexed  or  referred  to,  are  a  full  and  correct  exhibit 
of  all  the  assets,  liabilities,  incomes  and  disbursements,  and  of 
the  condition  and  affairs  of  the  said  company,"  etc. 

Now,  can  anybody  say  that  the  uncollected  first  year's  pre- 
miums are  not  an  asset,  and  that  the  corresponding  reserves 
attached  to  the  policies,  under  which  those  uncollected  first 
year's  premiums  exist,  are  not  a  liability?  I  cannot  under- 
stand how  anybody  could  make  affidavit  to  that  fact. 

MR.  SEITZ:  I  have  made  affidavit  to  some  of  those 
statements,  but  that  statement  has  a  space  there  for  first  year 
premiums,  and  later  on  it  says — possibly  on  that  same  page — 
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"Fill  out  the  paid-for  business  report."  Now,  you  can  fill  out 
that  little  space  referred  to  on  that  ledger  asset  page  by  put- 
ting in  the  assets  and  liabilities  of  the  first  premium  year;  and 
therefore  I  claim  that  I  swear  correctly. 

MR.  CATHLES:  I  have  signed  those  statements  and 
have  always  filled  in  simply  the  instalments  of  first  year's 
premiums  that  have  not  been  collected  on  paid-for  business. 
But  here  is  another  thing  which  the  statement  refers  to,  and 
which  Mr.  Buttolph  did  not  speak  of.  It  says  under  "Net 
present  value  of  all  the  outstanding  policies  in  force  on  the 
31st  day  of  December."  I  think  that  we  have  first  got  to  settle 
how  much  is  in  force. 

MR.  ARNOLD:  This  blank  specifically  includes  the  re- 
serve on  the  written  basis.  Many  companies  fill  in  the  paid- 
for  basis.  That  has  been  our  basis,  but  it  doesn't  seem  to  be 
fair.  The  reserve  is  to  be  entered  on  the  written  basis.  It  is 
all  right,  except  that  many  companies  report  on  the  paid-for 
basis,  and  we  report  on  the  paid-for  basis,  but  we  show  our 
reserves  on  the  written  basis,  and,  of  course,  that  shows  a 
considerably  larger  reserve  than  our  policy  exhibit  calls  for. 

MR.  SEITZ:  We  go  by  that  designation  at  the  top  of 
the  policy  exhibit  and  make  the  financial  statement  accord- 
ingly. 

MR.  CATHLES :  Of  course,  you  take  credit  for  your 
uncollected  premiums  on  those  policies? 

THE  PRESIDENT :    Oh,  certainly. 

MR.  APPLEBY :  I  don't  know  how  much  light  the  expe- 
rience that  we  have  had  would  throw  on  this  matter,  but,  as 
Mr.  Arnold  has  suggested,  the  Illinois  Department  requires  the 
reserves  on  a  written  basis,  and  we  have  made  our  exhibit 
on  the  written  basis,  treating  reasonable  outstanding  business 
as  in  force,  otherwise,  as  not  taken,  so  that  it  cleans  up  the 
entire  year.  One  or  two  of  the  States  in  which  we  do  busi- 
ness objected  seriously  to  that  method  and  asked  us  to  correct 
the  statement  in  that  particular.  We  did  not  ask  the  Illinois 
Department  for  a  certificate  of  valuation  on  that  basis,  but 
made  our  statement  on  the  paid-for  basis,  treating  everything 
unsettled  as  not  taken,  and  explained  it  thoroughly  to  the 
Department  with  whom  we  were  having  the  transaction,  and 
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explained  that  we  had  deducted  the  reserves  on  unsettled  busi- 
ness.   We  had  no  further  question  about  it. 

MR,  SEITZ :  From  our  home  State  we  get  about,  I  think, 
eleven  certificates  of  valuation  on  the  paid-for  basis,  and  then 
four  or  five  certificates  to  complete  the  number  of  States  on 
the  written  basis ;  and  that  originated  from  the  fact  that  the 
department  originally  gave  us  a  certificate  on  the  written  basis, 
because  they  let  us  take  either  one  we  wanted  to,  originally, 
for  our  home  State,  and  several  of  the  States  came  back  want- 
ing a  certificate  on  their  own  basis,  and  we  had  the  depart- 
ment fix  it  up  on  that  basis. 

PROF.  GLOVER:  I  believe  Mr.  Wolfe,  in  his  little 
book,  defines  a  paid-for  basis,  as  that  upon  which  the  first  pre- 
mium payment  is  made.  I  suppose  this  means  the  first  annual, 
semi-annual,  or  quarterly  premium.  So  strictly  in  accordance 
with  this  rule,  I  should  expect  paid-for  business  would  be  busi- 
ness upon  which  the  company  knows  the  first  premium  is  paid 
or  secured  in  some  manner. 

I  would  be  very  glad  to  hear  from  those  present  on  this 
subject,  because  it  is  a  point  upon  which  I  can  not  always  get 
satisfaction  from  the  Departments.  It  seems,  as  a  general 
thing,  that  they  don't  know,  or  that  they  haven't  laid  down  a 
clear-cut  rule. 

MR.  BOWERMAN :  The  only  State  in  which  the  com- 
pany which  I  represent  operates  that  requires  the  business  to 
be  reported  on  a  written  basis  is  Ohio.  It  is  our  plan  to  report 
everything  on  a  paid-for  basis,  and  then  calculate  the  reserves 
accordingly.  I  put  up  a  reserve  on  every  policy  I  consider  in 
force.  I  consider  every  policy  in  force  that  the  company  would 
have  to  pay  if  the  insured  died.  I  made  up  our  statement  in 
Ohio  on  a  paid-for  basis,  and  they  sent  it  back  and  insisted  on 
having  it  put  on  a  written  basis,  and  required  a  report  of  all 
the  policies  that  had  been  executed,  or  signed  up,  that  had  not 
been  settled  for,  and  where  the  company  was  not  yet  on  the 
risk — insisted  on  our  calculating  the  reserves  on  those  and 
reporting  accordingly. 

MR.  BUTTOLPH :  I  would  like  to  ask  Mr.  Bowerman 
how  he  knows  that  the  company  is  not  yet  on  the  risk?  It  has 
been  my  experience,  in  going  over  the  books  of  quite  a  number 
of   companies,   that  policies   are   sometimes   outstanding   for 
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three  or  four  or  five  months  before  they  are  reported  by  the 
agents.  I  know  of  innumerable  instances  where  it  has  been 
clearly  demonstrated  that  some  of  those  policies  had  been 
promptly  delivered  to  the  insured  and  the  insured  had  paid 
for  them,  and  it  was  simply  the  negligence  of  the  agents  in 
not  reporting  to  the  company.  Now,  how  do  you  know,  in 
such  a  case,  whether  or  not  the  company  is  on  the  risk,  when 
the  agent  has  not  settled  for  the  premium  ? 

The  company  ought  to  make  a  special  effort,  at  the  close  of 
the  year,  to  find  out  which  policies  are  in  force  and  which  are 
not.  There  might  be  some  instances  where  the  agents  are  dis- 
honest. There  might  have  been  some  cases  where  we  were  in 
error  in  thinking  that  the  company  was  not  on  the  risk,  but 
we  try  our  best  to  find  out  which  policies  are  in  force,  and 
make  our  reports  accordingly. 

MR.  SEITZ :  In  connection  with  our  policies,  we  send 
out  receipts  to  be  signed  by  the  agents,  and  a  receipt  to  be 
signed  by  the  insured,  and  if  that  receipt  which  is  signed  by 
the  insured  does  not  come  back  within  30  days,  within  which 
time  the  agent  is  required  to  settle,  then  we  write  to  the 
insured  with  reference  to  the  matter.  We  usually  get  those 
receipts  back.  Some  we  don't  get  back  for  five  or  six  months, 
but  there  are  very  few  of  those.  In  this  way  we  can  determine 
very  readily  the  number  of  policies  that  have  been  actually 
delivered  to  the  insured. 

MR.  ARNOLD :  We  at  one  time  considered  the  advisabil- 
ity of  sending  out  at  the  end  of  the  year  a  request  to  all  agents 
to  report  the  policies  that  they  hold  and  the  policies  that  were 
in  the  hands  of  the  insured.  However,  we  concluded  that  we 
would  probably  not  get  satisfactory  returns  from  the  agents, 
and  so  we  gave  it  up.  Some  such  scheme  as  that,  I  think, 
would  have  to  be  adopted  in  order  to  determine  whether  or 
not  the  company  was  on  the  risk.  As  a  practical  proposition 
we  know  that  if  a  death  occurs,  in  a  great  many  cases  we 
would  be  on  the  risk,  if  the  policy  had  left  the  home  office. 

MR.  BOWERMAN :  It  seems  to  me  that  two  questions 
at  the  top  of  page  7  have  some  bearing  upon  Mr.  Buttolph's 
question.  "First,  have  all  the  transactions  of  the  company, 
of  which  notice  was  received  at  the  home  office  on  or  before 
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the  close  of  business  December  31st,  been  truthfully  and  accu- 
rately entered  on  its  books?" 

"Second,  Except  as  shown  in  the  next  succeeding  question, 
does  this  statement  show  the  condition  of  the  company  as 
shown  by  the  books,  records  and  data  at  the  home  office  at 
the  close  of  business  December  31st?" 

"Third,  Has  there  been  included  in  this  statement  proper 
reserves  to  cover  liabilities  which  may  have  been  actually  in- 
curred on  or  before  December  31st,  but  of  which  no  notice 
was  received  at  the  home  office  until  subsequently?" 

Now,  in  those  first  two  questions  the  Department  was  try- 
ing to  ascertain  what  liability  the  company  had,  according 
to  the  conditions  of  its  business,  as  shown  by  the  books,  re- 
cords, and  data  at  the  home  office  on  December  31st.  Sup- 
pose a  policy  has  been  paid  for  prior  to  December  31st,  and 
we  have  no  record  of  it,  no  data  about  it,  no  information 
about  it — the  Department  seems  to  be  asking  us  to  show 
our  liability  only  on  those  policies  upon  which  we  have 
some  data,  or  record,  or  evidence,  to  show  that  they  were 
paid  for. 

PROF.  GLOVER :  I  believe  the  same  question  might  per- 
haps be  put  to  Mr.  Buttolph — How  he  knows  what  insurance 
is  in  force?  I  do  not  believe  that  could  actually  be  deter- 
mined to  the  last  penny  and  so,  as  a  matter  of  practice,  I  think 
we  shall  have  to  use  our  judgment  in  deciding  what  is  on  the 
books  and  in  force.  If,  according  to  the  definition  that  has 
been  stated,  everything  written  is  in  force,  then  there  is  no 
difference  between  the  written  and  paid-for  business. 

MR.  ANDERSON :  I  just  want  to  say  that  for  a  num- 
ber of  years  I  had  the  honor  of  being  on  the  committee  on 
blanks,  and  some  of  these  questions  came  up  very  pointedly, 
for  the  consideration  of  the  committee. 

The  question  was  raised  at  one  time  as  to  whether  or 
not  the  idea  was  to  get  the  information  that  the  company 
actually  had,  on  December  31st,  or  to  get  the  information 
that  the  company  might  get  during  the  succeeding  weeks, 
until  the  statement  was  closed.  The  committee  generally 
stood  divided  on  that  question.  Now,  it  seems  to  me  that  all 
we  can  do  is  to  use  our  best  judgment  and  the  knowledge  that 
we  have  in  reporting  that  as  paid  for,  or  written-business,  be- 
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cause  with  the  information  coming  in  later  on  your  calcula- 
tions would  be  upset.  You  have  to  close  it  some  time  or 
other  in  order  to  get  your  statements  filed  on  time.  Objection 
was  made  at  one  time  to  allowing  assets  to  be  put  in,  that  were 
received  after  the  close  of  the  year.  In  one  instance  a  com- 
pany sent  a  special  cablegram  from  Europe,  giving  the  pre- 
miums collected  prior  to  December  31st;  but  it  was  said  that 
no  cablegram  came  in  announcing  the  liabilities  incurred.  You 
simply  had  to  use  your  own  judgment  and  the  knowledge 
you  have. 

MR.  BUTTOLPH:  Mr.  Anderson  seems  to  have  opened 
up  and  widened  the  scope  of  this  discussion  considerably  by 
introducing  the  question  as  to  whether  or  not  a  company 
should  include  in  its  annual  statement  liabilities  of  which  it 
did  not  have  knowledge  on  December  31st,  but  which  after- 
wards came  to  its  knowledge  before  the  execution  of  the  re- 
port, as  having  been  actual  liabilities  at  the  close  of  the  year. 
I  am  surprised  to  hear  that  the  committee  on  blanks  was  di- 
vided on  that  question  at  all.  I  remember  that  about  a  year 
ago  I  found  on  visiting  the  office  of  one  of  my  clients,  that 
there  was  a  discussion  of  a  matter  in  which  they  thought  they 
were  very  much  interested  at  that  time.  There  had  come  in 
one  or  two  reports  of  deaths  which  had  occurred  during  the 
last  few  days  in  the  year,  and  of  which  the  company  had  had 
absolutely  no  knowledge  whatever  on  the  31st  day  of  Decem- 
ber. The  president  of  the  company,  in  my  opinion  an  ex- 
tremely conscientious  man,  thought  that  those  ought  to  be  in- 
cluded as  liabilities  at  the  end  of  the  year.  The  company  had 
had  an  extremely  bad  year,  an  extremely  unfavorable  mor- 
tality experience  for  the  year,  and  they  felt  it  and  didn't  want 
to  increase  that  liability  any  more  than  necessary,  but,  as  I 
say,  the  president  felt  that  they  should  go  in,  and  the  attorney 
for  the  company  was  attempting  to  argue  him  out  of  that  no- 
tion. He  said  that  all  they  were  required  to  report  was  the 
liabilities  of  which  they  had  actual  knowledge  on  the  31st  day 
of  December. 

MR.  ARNOLD :  We  had  a  similar  experience  in  Illinois. 
In  the  course  of  an  examination  it  developed  that  there  had 
been  a  ten-thousand  dollar  death  loss  at  the  close  of  the  year, 
which  was  not  reported  until  the  succeeding  year,  and  was 
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not  included  in  the  company's  examination,  and  in  the  course 
of  the  hearing,  on  the  examination,  they  had  the  president 
and  some  of  the  other  officers  of  the  company  on  the  carpet, 
and  those  gentlemen  admitted  that  they  had  attended  the  fu- 
neral of  the  deceased,  who  was  a  near  neighbor  of  one  of  the 
officers,  and  he  personally  knew  that  the  man  was  dead,  but 
officially  he  had  no  notice  of  it. 

MR.  DRAPER:  I  had  that  question  brought  forcibly  to 
my  attention  in  January  at  the  meeting  of  some  insurance 
commissioners  at  the  LaSalle  Hotel,  in  the  spring,  and  raised 
the  point,  having  received  instructions  from  the  Illinois  De- 
partment to  put  in  all  of  the  liabilities  that  we  had  any  knowl- 
edge of  at  the  time  the  report  was  signed.  I  told  the  Connec- 
ticut and  some  rther  departments  what  they  had  instructed 
me  to  do  in  that  matter  and  they  said  that  it  was  an  excellent 
plan.  So  I  have  since  used  the  precaution  of  getting  our 
books  in  such  shape  that  the  report  would  be  signed  very 
early  after  the  first  of  the  year. 

MR.  CATHLES:  I  wanted  to  just  suggest,  Mr.  Presi- 
dent, that  this  whole  situation  might  be  cleared  up  in  one 
way.  I  think,  with  Mr.  Arnold,  that  if  the  policy  had  left 
the  company's  office,  you  are  going  to  pay  the  death  claim 
on  that  policy,  if  the  man  dies;  and,  following  that  line  of 
thought,  suppose  you  simply  charge  up  the  net  premiums  to 
your  agents  on  all  policies  that  have  left  the  company's  office. 
There  will  still  be  a  difference  between  the  written  and  the 
paid  for,  but  it  would  be  represented  by  policies  in  your  own 
office  that  have  not  been  mailed.  That  has  been  done,  and  is 
done  by  a  company  that  I  know  of,  and  it  works  very  satis- 
factorily. 
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AUTOMATIC    LOAN    PROVISIONS    IN     POLICIES 

MR.  HANN :  I  will  say  that  our  policies  did  provide  for 
automatic  loan  features,  and  this  past  year  we  revised  the 
policy  forms  and  on  submitting  them  to  the  Ohio  Depart- 
ment, they  objected  to  using  the  automatic  loan  feature  in  the 
policy.  Following  that  we  did  not  exactly  cut  it  out,  but 
would  make  it  automatic  on  request.  I  have  forgotten  their 
reasons  for  that  ruling,  but  they  brought  up  the  section  of 
the  statutes,  I  remember. 

MR.  NITCHIE:  I  might  make  a  suggestion  on  that 
point,  because  I  had  that  matter  up  with  the  Illinois  Depart- 
ment. The  Illinois  Department  took  the  position  that  we 
were  required  to  give  a  specified  form  of  insurance,  and  that 
with  the  introduction  of  an  automatic  loan  feature  that  sec- 
tion of  the  statute  was  defeated,  so  that  it  could  only  be  in- 
corporated by  request,  which  was  practically  a  waiver  of  the 
non-forfeiture  feature.  A  ruling  was  also  made  that  under 
the  provision  of  the  statute  as  to  loans  on  policies,  no  loans 
should  be  made  under  any  other  conditions.  So  that  the  Illi- 
nois Department  at  first  objected  entirely  to  the  automatic 
loan  provision,  but  finally  consented,  provided  a  previous  re- 
quest was  filed  with  the  company,  but  such  request  must  be 
revocable. 

MR.  ANDERSON :  Must  that  request  be  made  when  a 
loan  is  to  take  eflfect? 

MR.  NITCHIE:  A  request  in  the  application  is  consid- 
ered satisfactory,  or  at  any  time  before  the  loan  is  made. 

MR.  HANN:  Well,  I  brought  that  up  before  the  Ohio 
Department  and  they  would  not  permit  it,  except  on  request. 

MR.  CATHLES :  I  have  met  the  same  condition,  the 
standard  provisions  of  the  law  in  Texas  being  ]iractically  the 
same  as  those  of  the  Illinois  law — binding  the  company  to 
provide  a  specified  form  of  insurance,  in  the  event  of  a  de- 
fault in  the  payment  of  the  premium,  after  the  third,  and  in 
making  out  the  Southwestern    policies    I    made    them    read 
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something  like  this— I  can't  remember  the  exact  wording: 
"In  the  event  of  the  premium  not  being  paid  and  there  be- 
ing loan  value  sufficiently  to  pay  the  premium,  or  an  in- 
stallment of  the  premium,  that  such  premium,  or  install- 
ment, v^ould  be  advanced  by  the  company,  and  there  w^ould 
be  no  default  in  the  payment  of  premium."  I  took  the 
position  that  immediately  on  the  expiry  of  the  days  of 
grace,  before  the  default  became  effective,  the  company 
would  advance  the  premium  out  of  the  loan  value,  and  I 
found  that  this  was  perfectly  agreeable  to  the  insurance 
department, 

I  think  that  it  is  a  matter  of  fact  that  if  you  have  an  auto- 
matic premium  loan,  there  cannot  be  a  default  in  the  payment 
of  the  premium,  so  long  as  the  loan  value  will  cover  it,  and 
therefore  the  standard  provisions  for  specified  forms  of  in- 
surance do  not  come  into  effect. 

MR.  WEBB :  I  would  like  to  ask  Mr.  Cathles,  in  connec- 
tion with  that,  in  your  experience  in  Texas,  do  you  find  any 
difficulty  at  all  with  your  policy  holders  in  cases  where  you 
apply  that  automatic  premium  loan?  I  have  had  several  cases, 
quite  recently,  in  Texas,  where  I  have  done  that  and  I  have 
had  letters  from  policy  holders,  asking  me  why  I  did  it. 
They  say,  "Why  didn't  you  consult  me  first?"  And  when  I 
pointed  out  that  it  was  automatic,  they  said  they  didn't  care-;;- 
every  one  of  them  wrote  back  and  said,  "I  don't  care,  I  want 
you  to  please  tell  me  what  you  are  doing  with  my  policy  when 
you  are  putting  loans  on  it,"  and  yet  it  is  automatic.  It 
seems  to  me  that  that  provision  in  a  policy,  while  it  has  to  be 
there  on  account  of  State  requirements,  it  is  not  always  a 
good  thing  for  the  company  to  exercise,  or  allow  to  be  exer- 
cised automatically,  without  first  notifying  the  policy  holders 
that  it  is  going  to  be  done. 

MR.  CATHLES :  Well,  it  appealed  to  me  in  this  way— 
we  are  selling  a  contract,  one  of  the  terms  of  which  is  that  in 
the  event  of  a  premium  not  being  paid  upon  the  expiry  of 
the  dates  of  grace,  it  will  be  taken  care  of  and  paid  by  the 
company  if  the  loan  value  is  sufficient.  That  is  the  condition 
under  which  the  insured  buys  the  policy.  The  policy  further 
states,  "unless  otherwise  requested  by  the  insured,"  and  my 
experience  has  been  exactly  the  opposite   from   yours,   Mr. 
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Webb — I  have  had  a  good  many  letters  of  appreciation  of  that 
method,  from  my  policy  holders.  By  that  method  their  policies 
were  kept  in  force  in  cases  where,  by  simply  an  oversight,  they 
had  not  paid  the  premium,  or  they  had  been  away  from  home 
and  had  not  got  the  notice,  and  they  were  very  much  pleased 
that  their  policy  was  kept  in  force  in  that  way. 

Of  course  the  automatic  loan  provision  is  really  of  far 
more  benefit  to  the  participating  policy  holder  than  to  the 
non-participating  policy  holder.  The  participating  policy 
holder  whose  policy  lapses  and  goes  on  extended  or  paid-up 
insurance,  usually  loses  all  his  rights  to  profits,  and  if  his 
policy  contains  an  automatic  loan  privilege,  the  premium  is 
paid,  and  he  retains  all  his  rights  to  profits.  That  is  partic- 
ularly valuable,  of  course,  in  a  deferred  payment  policy,  espe- 
cially when  it  is  a  few  years  old ;  and  in  a  non-participating 
contract  it  simply  means  that  he  does  not  have  to  give  any 
evidence  of  health,  in  order  to  reinstate  his  policy.  Other- 
wise, it  only  means  that  the  company,  instead  of  getting  a 
net  premium  without  any  loading,  or  with  only  a  small  load- 
ing on  account  of  the  surrender  charge,  which  sometimes  is 
very  small,  gets  its  full  tabular  premium  for  the  continuation 
of  the  policy,  and  the  result  of  that  is  that  if  the  policy  is 
continued  by  an  automatic  loan,  usually  the  insured  will  re- 
ceive less  extension  than  if  it  went  on  automatic  extended 
insurance. 

MR.  HANN :  I  might  add,  Mr.  Chairman,  that  we  have 
found  that  it  is  good  practice  for  us,  whenever  the  policy 
goes  on  an  automatic  loan,  to  send  a  note  to  the  insured,  and 
in  quite  a  number  of  cases  we  have  had  premiums  come  in, 
due  to  that  notice.  We  have  a  printed  form  and  just  write 
in  the  amount. 

PROF.  GLOVER:  It  might  be  of  interest  to  some  of 
you  that  the  Michigan  Department  objected  to  the  automatic 
premium,  on  the  basis  just  stated  by  Mr.  Cathles.  The  auto- 
matic premium  law,  when  it  goes  into  effect,  is  not  like  the 
paid-up,  or  extended  insurance,  but  the  insured  pays  the  load- 
ing and  pays  interest  on  the  loading ;  the  benefit  which  he  gets 
for  this  is  the  privilege  to  return  without  medical  examination. 
So,  when  an  Eastern  company  was  informed  that  it  could  not 
continue  to  sell  its  policy  with  this  feature  included,  it  brought 
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suit,  and  I  think  won  the  case.  (Mut.  Ben.  v.  Comr.,  151-610.) 
MR.  BECKETT :  Some  time  ago,  in  passing  upon  pohcy 
forms  for  our  company  I  gave  this  matter  consideration  and 
have  not  done  so  since  that  time.  I  was  fearful  lest  liberal- 
izing in  that  respect  would  tend  to  increase  the  borrowing  on 
policies ;  which  I  think  all  of  us  agree  is  one  of  the  things  we 
are  particularly  anxious  to  stop.  Every  one  knows  that  pol- 
icy holders  are  too  prone  to  borrow  on  their  policies,  and  this 
seemed  to  me  to  be  an  additional  easy  way  to  use  the  value 
of  the  policy  in  the  payment  of  premiums — in  other  words, 
borrow  on  the  policy  in  a  different  way.  If  someone  here  has 
had  long  enough  experience  in  this  matter  to  make  a  statement 
as  to  whether  or  not  my  fears  are  well  grounded,  I  would  be 
glad  to  know  it.  It  seems  to  me,  however,  looking  at  it  in  the 
abstract,  without  any  practical  experience  with  it,  that  it  is 
an  additional  invitation  to  borrow  and  would  tend  to  increase 
the  borrowing  on  policies,  which,  of  course,  we  all  recognize 
as  the  first  step  to  a  discontinuance. 

MR.  ANDERSON :  There  are  one  or  two  points  I  would 
like  to  call  attention  to  briefly.  It  acems  to  me  that  it  opens 
the  road  toward  adverse  selection.  If  a  man  has  contracted 
a  fatal  disease,  like  tuberculosis,  and  has  the  right  to  come 
back  in,  by  simply  paying  up  the  premium,  he  would  be  pretty 
sure  to  do  so.  Whether  that  would  amount  to  very  much  in 
the  aggregate,  or  not,  I  don't  know,  but  certainly  it  opens  the 
road  to  do  just  that  sort  of  thing.  The  automatic  loan  fea- 
ture I  think  originated  in  Australia,  if  I  remember  correctly, 
and  it  has  been  used  by  the  Australian  Mutual  Provident  So- 
ciety for  a  great  many  years — I  don't  know  how  long. 

Another  point  I  want  to  call  attention  to  is  the  situation 
in  regard  to  the  fraternals.  They  are  coming  up,  step  by 
step,  toward  adequate  rates  and  reserves,  and  this  naturally 
brings  up  the  question  of  surrender' values.  The  laws  of  many 
of  the  States  absolutely  forbid  taking  any  of  the  money  that  has 
been  paid  into  the  benefit  fund,  for  expenses.  Now,  if  you  use 
the  automatic  premium  loans,  it  really  is  a  part  of  the  reserve 
which  goes  to  the  expense  fund,  and  that  is  the  question  that 
is  brought  up  before  some  of  the  departments,  and  as  far  as 
I  know,  it  is  in  a  very  unsettled  state.  I  know  of  one  com- 
missioner who  is  entirely  in  favor  of  automatic  premium  loans, 
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while  others  favor  the  extended  insurance  feature. 

MR.  BOWERMAN :  To  answer  Mr.  Beckett's  question, 
I  would  refer  him  to  the  company  just  mentioned  by  Mr. 
Anderson,  the  Australian  Mutual  Provident,  which  is  the 
father  of  the  automatic  loan  feature.  I  believe  it  is  the  first 
company  that  ever  introduced  that  clause  into  a  life  insurance 
contract.  I  have  several  different  reports  and  every  one  I 
have  received  contained  a  statement  showing  the  aggregate 
number  of  policies  that  have  been  kept  alive  on  the  automatic 
loan  plan,  and  the  number  of  them  that  have  been  ultimately 
restored  to  full  force  and  effect  by  the  repayment  of  the  loan, 
and  the  number  that  finally  went  off  of  the  books  and  the 
number  of  policy  holders  who  died  under  that  provision,  etc. 
According  to  the  statistics  published  the  results  are  very 
favorable  indeed.  I  think  about  85  per  cent  of  the  policy 
holders  whose  policies  were  kept  alive  on  the  automatic 
loan  plan,  finally  repaid  those  loans  entirely.  These 
statistics  are  really  valuable,  extending  over  thirty  years. 

MR.  NITCHIE:  Did  their  report  show  that  their  mor- 
tality had  been  favorable,  or  otherwise? 

MR.  BOWERMAN :  I  don't  recall  that.  Their  mortal- 
ity is  only  about  65  per  cent.  It  could  not  be  very  unfavora- 
ble, on  account  of  the  large  number  who  made  use  of  that 
feature,  and  when  the  mortality  of  the  whole  is  only  about 
65  per  cent  of  the  expected  there  could  not  have  been  very 
much  unfavorable  mortality. 

MR.  KIME:  If  I  am  not  mistaken,  probably  the  Sun 
Life  of  Canada  is  the  company,  which  on  this  continent  has 
had  the  most  experience  with  automatic  premium  loans,  and 
their  experience  has  been  favorable.  They  charge,  I  believe, 
10  per  cent  as  interest  and  penalty  for  the  additional  cost  in 
handling  the  proposition,  v;hich  would  result  in  a  great  many 
loans  being  repaid. 

MR.  CATHLES:  Mr.  Kime  is  perfectly  correct  in  that 
statement.  Mr  Macaulay  either  read  a  paper  before  the  Ac- 
tuarial Society,  or  published  his  company's  experience  with 
automatic  policy  loans.  (Discussion  A.  S.  A.,  XIII,  315.) 
My  recollection  is  that  that  he  justified  that  extra  charge  by 
the  extra  cost  occasioned  to  the  company.     I  think  he  said 
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that  in  his  company  there  were  eleven  clerks  who  did  nothing 
else  but  look  after  the  automatic  policy  loans.  He  stated  that 
their  experience  had  been  favorable  and  they  had  kept  a  great 
deal  of  business  on  the  books,  that  otherwise  would  have  gone 
off.  I  tried  the  scheme  of  charging  the  extra  interest  on  the 
loan,  but  I  found  that  scheme  did  not  take  very  well  in  this 
country. 

On  the  point  raised  by  Mr.  Beckett,  there  is  undoubtedly 
a  tendency  to  increase  policy  loans  when  you  have  a  provision 
of  that  kind  in  the  policy.  Personally  I  am  very  thoroughly 
convinced  that  this  is  more  desirable  than  increasing  the  num- 
ber of  policies  on  extended  insurance.  The  weight  of  opinion 
seems  to  be,  as  far  as  I  know,  that  among  policies  running  on 
extended  insurance,  there  is  a  little  higher  mortality  than  in 
the  average  business,  and  that  fact  does  not  show  up  on  pol- 
icies burdened  with  policy  loans. 

After  all,  the  great  reason  back  of  everything  else  that 
makes  me  favor  automatic  premium  loans,  is  that  it  keeps  a 
man's  policy  in  exactly  the  same  condition,  in  spite  of  the  fact 
that  he  has  not  paid  the  premium.  It  seems  to  me  that  it 
places  a  policy  holder  in  a  more  desirable  position,  by  keeping 
him  in  full  possession  of  all  his  equities,  as  if  he  had  actually 
paid  the  premiums. 

MR.  NITCHIE:  I  would  like  to  ask  with  reference  to 
the  practice  of  companies  in  the  matter  of  paying  commis- 
sions on  these  premiums  paid  by  automatic  loans. 

MAJOR  CARR :  I  don't  see  how  you  could  avoid  it.  We 
have  never  had  any  experience  on  automatic  loans,  because 
we  have  not  had  the  provision  in  the  policy  long  enough,  but 
any  premium  that  is  paid  for  by  a  loan,  we  always  assume  to 
to  be  a  payment  of  cash,  and  if  there  is  a  renewal  commission 
due  on  it,  it  is  paid  just  the  same. 

MR.  CATHLES :  I  know  of  one  company  which  takes 
a  contrary  attitude,  and  supports  it  with  pretty  good  argu- 
ment, if  the  policy  is  continued  in  force  by  the  automatic 
premium  loan,  that  is  in  the  nature  of  a  non-forfeiture  value, 
and  that  it  does  not  constitute  payment  of  the  premium  in 
cash,  so  as  to  entitle  the  agent  to  renewal  commissions.  That 
company,  however,  did  grant  this:  that  if  the  policy  loan 
agreement  was  actually  signed  up  by  the  insured,  it  would 


1913]  American  Institute  of  Actuaries  99 

pay  the  renewal  commission,  and  I  think  perhaps  there  is 
some  justification  for  not  paying  the  renewal  commissions  on 
the  automatic  premium  loan,  which  do  not  hold  if  the  regular 
policy  loan  was  taken  up.  I  am  not,  however,  qualified  to 
speak  very  much  on  that,  because  my  company  does  not  pay 
renewal  commissions. 

MR.  SEITZ:  Mr.  Nitchie  asked  for  the  expression  of 
members  as  to  whether  they  do  or  do  not.  We  do  not  pay 
commissions  on  automatic  loans,  but  we  do  pay  them  on  reg- 
ular policy  loans. 

We  do  not  pay  them  on  the  automatic  loans,  on  the  basis 
that  it  is  a  violation  of  the  spirit  of  the  agents'  contracts  to 
assist  in  collecting  premiums,  and  on  every  premium  he  col- 
lects, making  the  policy  that  much  further  toward  carrying  it 
to  maturity.  It  may  be  the  way  our  agents'  contracts  are 
worded,  but  we  insist  that  they  shall  collect  the  premiums,  and 
whether  by  cash,  or  otherwise,  and  we  give  them  commissions 
on  regular  policy  holders,  but  pay  no  commissions  on  auto- 
matic loans. 

MR.  WEBB:  I  would  like  to  ask  Mr.  Mead  if  he  has 
anything  to  say  on  this  question  of  automatic-loan  provision. 
We  got  a  little  off  of  the  subject,  but  I  would  like,  more  espe- 
cially, to  have  the  point  cleared  up  as  to  whether  it  is  advisa- 
ble to  notify  the  policy  holders  before  the  automatic  loan  pro- 
vision is  put  into  effect. 

MR.  MEAD :  I  was  not  here  from  the  beginning  of  this 
discussion,  Mr.  Chairman,  but  I  imagine  the  subject  has  been 
pretty  thoroughly  discussed,  and  I  have  nothing  particularly 
to  say  on  the  subject.  I  think,  however,  that  as  soon  as  the 
days  of  grace  have  expired  the  policy  holder  should  be  com- 
municated with.  Our  company  hasn't  any  automatic  premium 
loan  provisions  in  effect,  as  yet,  but  notifies  the  policy  holder 
as  to  the  expiration  of  the  days  of  grace,  and  after  the  expira- 
tion of  the  days  of  grace  we  at  once  begin  a  new  method  of 
correspondence,  in  an  endeavor  to  reinstate  the  policy,  and  I 
think  with  the  automatic  premium  loan  provision,  we  would 
follow  it  up  in  the  same  manner,  although  calling  attention 
to  the  fact  that  the  policy  is  kept  in  force  by  the  automatic 
premium  loan,  and  the  inadvisability  of  the  policy  holder  avail- 
ing himself  of  that  privilege— that  is,  he  should  not  mortgage 
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his  policy,  but  should  keep  his  insurance  intact,  as  far  as  pos- 
sible, to  offset  the  time  when  he  may  actually  need  to  borrow 
on  the  policy. 
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THE      "INTERROGATORIES      REGARDING      NEW 
BUSINESS"  FOLLOWING  THE   GAIN   AND 
LOSS  EXHIBIT  IN  STATEMENT 
BLANK 

MR.  GRAHAM:  The  Interrogatories  Regarding  New 
Business  are  presumably  intended  to  furnish  the  Supervising 
Officials  with  information  regarding  the  cost  of  acquiring  the 
business  and  possibly  also,  regarding  its  quality. 

I  seriously  question,  however,  whether  the  answers  to  the 
interrogatories  would  enable  one  to  form  a  reliable  opinion. 

Line  number  113  of  the  Gain  and  Loss  Exhibit  calls  for 
loadings  on  first  year's  premiums.  We  have  companies  re- 
porting this  information,  which  use  the  full  level  premium 
method  of  valuation;  others  again  value  on  the  full  prelim- 
inary term  basis,  and  look  on  all  of  the  first  year's  premiums, 
except  the  actual  mortality  losses  sustained  as  loading. 

The  lines  following  call  for  particulars  regarding  certain 
acquisition  expenses  and  apparently  the  official  auditing  the 
company's  statement  is  expected  to  make  some  comparison 
between  the  loadings  and  these  expenses.  It  is  possible  that 
from  these  particulars  he  may  be  able  to  form  an  approxi- 
mately correct  idea  of  the  effect  on  the  general  surplus,  of  the 
costs  of  obtaining  new  business,  but  the  information  is  pre- 
sented in  so  incomplete  a  manner  that  I  question  the  ability 
of  any  one  without  actuarial  training  to  draw  accurate  con- 
clusions therefrom. 

After  all  a  comparison  of  acquisition  expenses  and  load- 
ings on  first  year's  premiums  is  unimportant  except  in  cases 
where  the  company  values  by  some  modification  of  the  Pre- 
liminary Term  Method,  which  makes  a  fair  allowance  for  the 
heavy  initial  expenses.  Companies  setting  up  level  premium 
reserves  are  bound  to  exceed  the  first  year's  loadings  for  ac- 
quisition expenses,  whereas  those  using  full  preliminary  term 
may  be  able  to  show  some  saving. 

If  these  interrogatories  are  to  serve  a  useful  purpose  it 
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would,  in  my  opinion,  be  better  to  present  the  information  in 
such  a  form  as  to  permit  comparison  with  the  actual  new 
premium  income.  This  would  convey  clearly  and  concisely 
to  the  examiner  the  information  he  ought  to  have,  namely, 
the  percentage  of  new  premiums  absorbed  in  acquisition  ex- 
penses. 

His  investigation,  however,  should  not  stop  there.  I  be- 
lieve he  is  more  concerned  with  the  manner  in  which  the  com- 
pany's surplus  is  affected  by  its  policy  regarding  new  business 
and  I  know  of  no  place  where  this  information  could  be  more 
readily  and  fairly  presented  than  in  that  part  of  the  Gain  and 
Loss  Exhibit  headed  "Running  Expenses."  Instead  of  com- 
bining new  and  renewal  premiums  and  expenses,  additional 
lines  could  be  provided  so  as  to  permit  of  a  separation  which 
would  show  the  gain  or  loss  from  loadings  on  first  year's  pre- 
miums and  on  renewals  premiums. 

Such  a  separation  would  throw  some  interesting  light  on 
the  merits  or  demerits  of  various  methods  and  standards  of 
valuation  and  might  even  result  in  a  modification  of  the  views 
held  by  some,  who  frown  on  any  deviation  from  the  net  level 
premium  reserve. 

It  seems  hardly  necessary  to  discuss  these  interrogatories 
in  detail.  I  do  not  believe  many  are  prepared  to  defend  them 
as  actuarially  correct  or  complete. 

I  am  not  prepared  to  say  that  I  would  favor  changing  the 
gain  and  loss  exhibit  in  the  manner  suggested.  It  has  its 
uses,  but  it  also  has  its  abuses.  The  information  called  for 
by  the  interrogatories  regarding  new  business  in  its  present 
form  is  not  in  shape  to  be  of  much  use  to  the  uninitiated, 
on  the  other  hand  it  does  not  lend  itself  very  readily  to 
abuse. 

I  have  not  attempted  to  do  more  than  touch  on  the  ques- 
tion of  "New  Business"  costs  and  only  as  it  is  raised  in  the 
interrogatories  in  the  annual  statement  blank.  Every  actuary 
is  making  a  complete  and  careful  analysis  of  the  question  in 
his  own  company,  unhampered  by  rules  and  printed  instruc- 
tions but  free  to  adjust  every  item  in  the  manner  which, 
from  his  intimate  knowledge  of  the  conditions,  seems  best. 

MR.  BUTTOLPH:  Mr.  Chairman,  there  is  one  thing 
in  that  gain  and  loss  exhibit  and  these  interrogatories  that 
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has  always  impressed  me  as  being  a  most  peculiar  feature. 
I  am  surprised  that  Mr.  Graham  did  not  refer  to  it.  It 
has  appeared  year  after  year,  and  I  feel  that  it  must  be  a 
mistake — that  it  is  not  what  was  intended,  and  simply  as  a 
matter  of  curiosity  I  would  like  to  ask  those  here  how  they 
construe  these  two  questions:  "Expected  death  losses  during 
1912  on  all  policies  issued  during  said  year,  per  mortality 
tables  used  by  the  company  in  computing  its  premiums ;"  and 
this:  "Death  losses  incurred  during  1912  on  said  policies 
(not  deducting  reserves)." 

The  peculiarity  there  is  that  it  asks  you  to  state  "the 
expected  death  losses  during  the  year  1912,  on  all  policies 
issued  during  said  year."  That  is  not  death  losses  on  all 
first  year  business,  but  you  put  in  there  the  expected  and 
actual  losses  in  the  two  items  during  the  calendar  year. 
How  about  the  50  per  cent  liability  which  you  brought  over 
from  the  year  before,  on  business  that  was  then,  at  the  close 
of  the   preceding  year,   in   its   first  year? 

It  seems  to  me  that  that  peculiarity  in  those  two  questions, 
in  itself  makes  absolutely  useless  and  ridiculous  those  inter- 
rogatories in  regard  to  new  business. 

MR.  BECKETT:  Answering  Mr.  Buttolph,  with  ref- 
erence to  my  own  company  I  would  say  that  before  I  began 
making  up  the  report  for  our  company,  the  language  had 
always  been  changed.  I  have  looked  back  over  the  corre- 
spondence and  I  could  not  find  where  any  commissioner  has 
taken  exception  to  that  method  of  making  up  the  exhibit. 
That  is,  we  make  up  the  exhibit  on  the  first  year's  business, 
and  not  the  calendar  year. 

MR.  APPLEBY:  I  would  like  to  say— and  perhaps  Mr. 
Anderson  will  have  something  to  say  about  it — that  prob- 
ably, outside  of  some  of  the  states  that  were  largely  responsible 
for  some  of  the  complications  we  have,  they  do  not  pay  any 
attention  to  it,  and  if  it  is  filled  in,  that  is  as  far  as  the 
audit  goes. 

MR.  ANDERSON:  I  think  Mr.  Appleby  has  answered 
the  question.  I  think  Mr.  Buttolph  is  perfectly  right — that 
it  was  intended  to  refer  to  the  first  year's  business,  and  not 
the  calendar  year's  business. 

MR.  BUTTOLPH:     The  mere  fact  that  for  year  after 
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year  they  have  had  in  there  questions  which,  to  any  one  who 
reads  them  carefully,  would  go  to  indicate  that  they  don't 
mean  what  they  say,  would  to  me,  seem  to  indicate  that  they 
do  not  pay  very  much  attention  to  that  particular  part  of 
the  blank. 

MR.  ANDERSON :  I  want  to  say  that  it  has  been  pro- 
posed, at  times,  to  change  that  blank,  but  every  time  that 
anything  has  been  proposed  a  whole  world  of  opposition 
comes  up,  because  those  things  were  gotten  up  after  a 
big  fight,  and  they  say  that  if  we  begin  to  tear  it  to"  pieces 
there  will  be  no  end  to  it,  so  let  it  alone,  the  way  it  is.  Hence, 
no  serious  attempt  has  been  made  to  really  true  it  up  the 
way  it  should  be. 

MR.  NITCHIE:  I  want  to  make  reference  to  another 
question  that  is  in  that  exhibit — the  call  for  the  "gains  and 
losses  on  business  subsequent  to  December  31,   1906." 

I  remember  that  one  of  the  companies  received  from  one 
of  the  insurance  departments  a  statement,  I  think  a  year  after 
the  first  appearance  of  this  question,  explaining  that  there 
was  an  error  in  printing  that  date;  that  it  should  have  been 
advanced  a  year,  so  as  to  cover  only  new  business. 

I  noticed,  however,  that  in  preparing  the  uniform  blanks 
they  have  continued  to  print  that  date  "1906."  I  wrote  Mr. 
Graham,  at  one  time,  asking  in  regard  to  that  and  he  said 
that  the  inquiry  was  intended  only  for  New  York  companies, 
as  it  comes  under  the  Armstrong  law. 

PROF.  CAMPBELL:  My  experience  on  that  matter 
has  been  just  opposite  to  that  of  Mr.  Cathles.  One  report 
I  made  out,  had  in  it  the  year  1906,  and  the  other  had  the 
year  1908.  The  one  that  had  the  1908  date  I  changed  to 
1906,  so  as  to  make  the  two  statements  agree,  and  then  I 
didn't  have  to  fill  it  in,  because  the  company  was  of  more 
recent  date  than  that. 

The  department  of  Minnesota  made  me  change  the  date 
back  to  1908  and  answer  the  question. 

MR.  MEAD:  In  glancing  over  1913  volume  of  Best's  Re- 
ports I  noticed  that  our  rates  of  first  year  commissions  were 
overstated  8  or  10  per  cent,  and  I  could  not  quite  make  out 
how  it  was  until  I  noticed  that  the  information  had  been  used 
which  we  gave  in   answer  to  the  interrogatories  as  to  the 
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amount  of  commission  and  this  was  compared  with  the 
premiums  actually  paid  in  to  the  company,  as  shown  by  the 
income  account  on  page  2.  Now,  I  don't  know  how  it  is 
with  most  of  you  but  we  make  out  our  statement  of  com- 
missions on  the  revenue  basis,  in  the  same  manner  in  which 
the  gain  and  loss  exhibit  is  made,  presuming  that  this  is  a 
part  of  the  loss  and  gain  exhibit  and  that  w^e  should  follow 
the  same  method,  and  not  make  the  commissions  out  on  the 
income  basis.  Now,  we  had  a  large  amount  of  outstanding 
business  at  the  end  of  1912 — very  much  larger  than  in  191 1 — 
the  business  v/ritten  was  probably  50  per  cent  larger,  and  we 
had,  probably,  50  per  cent  more  outstanding  business,  and 
therefore  our  accrued  commissions  were  included,  and  of 
course,  it  bolstered  up  our  rate  of  commissions  about  8  per 
cent.  I  commenced  to  investigate  as  to  how  most  of  the 
companies  handled  this  proposition,  and  I  found  that  most 
of  them  handle  it  on  the  revenue  basis,  and  I  think  probably 
the  Northwestern  was  the  only  large  company  that  gave  their 
commissions  as  on  the  income  basis,  as  provided  on  page  2. 
The  Mutual  Benefit  and  the  Home  Life,  and  the  larger  New 
York  companies  gave  it  on  the  revenue  basis.  I  should  like  to 
ask  some  of  the  other  companies  how  they  handle  that 
proposition. 

MR.  CATHLES:    Do  you  mind  reading  those  questions? 

MR.  MEAD:  "Expected  death  losses  during  1912,  on 
all  policies  issued  during  said  year,  per  mortality  tables  used 
by  the  company  in  computing  its  premiums." 

I  think  Mr.  Beckett's  suggestion  is  a  good  one,  to  change 
that  to  read  "expected  death  losses  during  1912  on  all  first- 
year  business." 

"Death  losses  incurred  during  1912  on  said  policies  (not 
deducting  reserve.)" 

And  the  next  is,  "Reserves  released  during  1912  on  lapsed 
policies  on  w^hich  premiums  for  not  more  than  one  year  had 

been  paid,  less dollars  being  cash  value,  or  the  value  of 

term  extension  or  paid  up  insurance  allowed  thereon." 

And  the  next  is,   "Loading  on   first  year's  premium  on 

policies  issued   in   1912    (averaging per  cent  of  the 

gross  premium.)"  We  adjusted  that  by  putting  it  on  the 
revenue  basis  in  the  same  manner  as  the  gain  and  loss  exhibit. 
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Of  course  the  loadings  there  are  not  the  loadings  on  the 
premiums  actually  received,  according  to  the  income  account 
on  page  2. 

Then  the  next  is,  "Expenses  specifically  chargeable  to 
first  year's  insurance,  viz. :  commissions  on  first  year's  pre- 
miums; compensation  not  paid  by  commission  for  services  in 
obtaining  new  insurance,  exclusive  of  salaries  paid  in  good 
faith  for  agency  supervision  either  at  the  home  office  or  at 
the  branch  offices." 

PRESIDENT  ARNOLD :  I  would  like  to  ask  you  with 
reference  to  that  clause,  "compensation  not  paid  by  commis- 
sion for  services  in  obtaining  new  insurance,  exclusive  of 
salaries  paid  in  good  faith  for  agency  supervision,  either  at 
the  home  or  at  the  branch  offices."  Would  you  include  the 
expenses  in  connection  with  your  agency  meetings  through- 
out the  year? 

MR.  MEAD:  We  would  not  include  that  in  this  item, 
but  in  making  up  our  own  accounts  of  first  year's  expenses 
we  do.  In  determining  what  new  business  has  cost  us  we 
include  that.  In  making  up  this  item  we  follow  closely,  as  far 
as  we  can,  what  they  ask  for  here.  We  just  give  it  as  they  ask 
for  it,  and  let  them  make  out  of  that  what  they  can.  The  blank 
is  an  admirable  one,  but  I  think  they  should  revise  this  portion 
as  being  very  crude.  I  think  we  should  communicate  with 
the  committee  on  blanks  and  get  them  to  handle  this  in  the 
same  admirable  manner  in  which  they  have  handled  the 
rest  of  the  blanks  as  a  whole.  You  remember  what  a  great 
improvement  the  gain  and  loss  statement  is  over  the  first 
one  which  appeared,  just  after  the  Armstrong  law  went 
into  effect.  You  will  remember  that  it  was  almost  impossible 
to  make  anything  out  of  the  loading  proposition  and  the  net 
premium  proposition,  because  they  did  not  provide  for  the 
proper  adjustment  as  regards  outstanding  and  deferred 
premiums  between  the  years,  so  that  you  could  get  satisfac- 
tory results.  Now  it  it  handled  in  a  more  practicable  way, 
but,  of  course,  there  are  some  objections  to  it  as  it  now 
stands. 
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SEPARATION  OF  ACCOUNTS  OF  PARTICIPATING 

AND   NON-PARTICIPATING  BUSINESS   IN 

COMPANIES   NOW  WRITING 

ONE  CLASS  ONLY 

MR.  SEITZ:  Mr.  Chairman,  when  this  subject  was  first 
given  to  me  I  merely  nodded  my  head  and  said  to  Mr, 
Appleby  that  it  would  be  all  right,  but  when  I  got  down  to 
thinking  about  it  shortly  before  this  meeting  I  really  didn't 
know  what  to  say. 

The  title  of  this  topic  is  "Separation  of  Accounts  of 
Participating  and  Non-Participating  Business  in  Companies 
Now  Writing  One  Class  Only."  Now  I  ought  to  be  able  to 
interpret  what  that  means,  but  I  must  say  that  I  don't  know 
just  how  to  attack  the  proposition.  Is  it  in  reference  to  the 
account  such  as  that  they  can  report  to  the  states  which  re- 
quire a  statement  of  non-participating  business  and  a  state- 
ment of  participating  business  ?  I  believe  that  it  is  Wisconsin 
that  has  that  separation,  two  blanks,  one  for  non-participating 
and  one  for  participating.  Our  own  company  does  not  report 
to  any  state  in  which  is  required  those  two  blanks,  and  I 
am  at  a  loss,  not  having  the  blanks  for  inspection,  as  to  just 
what  to  say  in  regard  to  it.  If  you  want  to  get  the  relation 
of  the  expense  to  the  participating,  and  the  relation  of  the 
expense  to  the  non-participating  business,  I  cannot  see,  for 
the  life  of  me,  what  there  is  to  it  excepting  to  use  your  best 
judgment  or  defend  it  against  somebody  else  whose  judg- 
ment you  might  say  is  not  the  best.  Usually  in  the  books 
you  have  two  columns  for  non-participating  premiums,  and 
one  for  participating  business,  and  also  a  column  in  the  same 
book  for  the  net  premium  or  loading,  whichever  you  prefer. 

Now,  as  to  the  reserve,  I  cannot  see  anything  to  do  except 
to  keep  two  sets  of  reserves.  I  think  it  is  the  custom  to  keep 
the  policies  together  in  connection  with  the  reserves  and  by 
the  names  of  the  policies  you  can  determine  which  ones  are 
participating  and  which  are  non-participating,  and  by  keep- 


108  The  Record  [November 

ing  the  reserves  separate  you  will  be  prepared  to  give  accurate 
information  on  those  two  accounts.  I  am  sorry  that  I  haven't 
those  two  blanks,  so  that  I  might  suggest  what  might  be  done, 
but  I  shall  have  to  leave  it  to  further  discussion  for  light  on 
the  subject. 

MR.  DRAPER:  I  would  advise  you  that  Minnesota 
requires  a  divided  loss  and  gain  exhibit,  and  I  got  my  first 
experience  after  I  had  filled  in  the  loss  and  gain  blanks  for 
the  whole  business,  and  I  received  two  blanks  to  divide  it. 
The  books  of  the  company  did  not  provide  for  that  situation 
at  all,  and  it  was  a  difficult  task  to  get  even  approximate  fig- 
ures for  the  various  items.  To  get  the  items  of  the  loss  and 
gain  exhibit,  and  the  correct  rendering  of  those  divided  ex- 
hibits means  that  the  expenses  of  the  company,  and  in  fact,  all 
income  and  disbursements,  must  be  labeled,  either  participating 
or  non-participating. 

MAJOR  CARR:  Does  Minnesota  require  the  two  gain 
and  loss  exhibits  if  the  company  is  only  writing  one  class  of 
business  when  it  reports?  Isn't  that  required  only  if  they  are 
still  writing  both  kinds? 

MR.  DRAPER :  I  think  perhaps  it  is.  I  mentioned  this, 
so  that  companies  that  may  have  the  intention  of  going  into 
both  classes  might  know  what  to  expect  when  they  enter 
Minnesota. 

MR.  MEAD:  The  same  is  true  of  Ohio  and  Oklahoma, 
I  believe. 

MR.  DRAPER:  I  had  to  provide  for  that  situation  by 
getting  up  some  different  colored  vouchers,  one  color  repre- 
senting the  participating  and  the  other  representing  the  non- 
participating,  and  the  accounting  clear  through  the  office  is 
now  entirely  separate  so  that  the  approximate  cost  and  profits 
of  the  business  can  be  very  accurately  determined. 

MR.  PATTISON:  Might  I  ask  you  how  would  you 
subdivide  the  expenses,  officers'  salaries  and  so  forth? 

MR.  DRAPER:  I  assumed  an  arbitrary  basis  on  the 
ratio  of  the  premium  income,  separating  the  first  year's  pre- 
mium income  from  the  renewal  premium  income.  It  seemed  to 
work  out  entirely  satisfactorily,  excepting,  perhaps  on  the 
mortality  section  of  the  situation. 

MR.  BUTTOLPH:     This  discussion  seems  to  be  along 
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the  line  of  the  mechanical  way  of  doing  what,  perhaps,  we  are 
required  to  do  by  some  states,  either  by  the  laws  of  the 
states  or  the  rulings  of  the  departments.  I  hope  that  before 
the  discussion  is  closed  it  will  go  a  little  bit  beyond  that  and 
that  an  expression  of  opinion  will  be  given  as  to  what  the 
purpose  of  a  separation  of  such  accounts  is,  and  whether  or 
not  that  purpose  is  justified. 

To  use  an  expression  so  trite  that  I  should  be  ashamed 
to  mention  it,  it  seems  to  me  that  life  insurance  is,  above  all 
else,  a  business  of  averages.  When  we  have  to  deal  with  a 
business  of  averages  it  seems  to  me  that  the  larger  we  can 
get  the  class  the  more  satisfactory  the  results  will  be.  With 
that  as  the  basis  of  all  my  thought  on  the  subject,  I  am 
opposed  to  any  more  segregation  of  matters  in  one  individual 
life  insurance  company  than  seems  to  be  absolutely  necessary. 

Within  the  past  week  in  a  lawsuit  in  which  I  had  been 
taking  part,  I  listened  to  an  actuary,  who  stated  it  as  his 
opinion  that  a  stock  company  had  no  right  to  pay  dividends 
to  stockholders  that  were  in  any  way  the  earnings  of  the 
participating  business.  I  don't  know  what  that  gentleman 
would  do  for  the  stockholders  in  a  stock  company  that  wrote 
nothing  but  participating  business.  It  is  rather  an  anomalous 
position,  but  I  know  of  one  instance  where  it  was  actually 
the  fact,  the  case  of  a  mutual  company  that  wrote  nothing 
but  non-participating  business. 

I  don't  know  why  this  subject  should  be  viewed  from  the 
point  that  I  am  trying  to  take.  I  don't  know  why  it  should 
be  limited  to  the  companies  that  are  now  doing  only  one 
class  of  business.  If  the  segregation  between  the  two  is 
required  of  a  company  which  has  in  the  past  written  both 
classes  but  is  now  only  writing  one  class,  why  should  it  not 
be  required  in  the  case  of  a  company  that  still  continues  to 
write  both  classes? 

I  am  not  going  to  refresh  your  memories  at  all  in  regard 
to  points  that  were  brought  out  in  the  famous  suit  against 
the  Union  Central,  but  I  suppose  that  this  whole  subject  has 
to  deal  primarily  and  is  intended  to  deal  with  the  rights  of 
participating  policy  holders  as  against  stock  holders.  It  seems 
to  me  that  the  laws  and  the  departments  in  general,  are  forc- 
ing us  a  little  bit  too  far  in  this  matter  of  the  individual 
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rights  of  the  individual  policy  holder,  and  that  it  behooves 
the  actuaries  of  the  country  to  occasionally  lift  their  voices 
in  favor  of  the  protection  of  the  rights  of  the  classes — the 
rights  of  the  community  as  opposed  to  the  supposed  rights 
of  the  individual.  We  are  accustomed  to  speak  of  the  amount 
of  the  reserve  on  an  individual  policy.  It  is  a  convenient 
way  of  designating  a  certain  fact,  but  it  is  an  incorrect  way 
of  designating  it.  You  cannot  say  what  the  reserve  on  an 
individual  policy  is.  You  can  say  what  the  pro  rata  share, 
or  the  pro  rata  "amount,"  I  prefer,  to  the  word  "share." 
You  can  say  what  the  pro  rata  amount  of  the  aggregate 
reserve  is  when  measured  by  the  amount  of  the  insurance 
carried  under  the  one  individual  policy,  but  you  cannot 
accurately  say  what  the  reserve  is  under  that  policy. 

Not  so  very  long  ago  I  was  called  upon  by  a  company 
to  make  an  investigation  for  their  own  benefit,  a  private 
matter,  immediately  following  an  examination  made  of  that 
company  by  a  consulting  actuary  on  behalf  of  its  home  state 
department.  The  company  in  question  carries  in  its  policy 
total  and  permanent  disability  provisions,  covering  a  waiver 
of  the  premium.  One  of  its  policy  holders  had  made  a 
claim  under  that  provision,  asserting  that  he  was  totally  and 
permanently  disabled  and  did  not  want  to  pay  any  more 
premiums.  The  company  investigated  and  rejected  the  claim 
and  advised  him  of  the  fact,  and  without  further  complaint 
he  resumed  the  payment  of  premiums.  This  examiner,  in 
some  way,  ran  across  the  record  of  this  correspondent,  and 
saw  the  statement  made  by  the  insured  relative  to  his  disability, 
whatever  it  was.  The  examiner  is  reported,  and  of  course 
I  did  not  hear  the  conversation  and  can  only  give  it  to  you 
as  hearsay  evidence,  by  the  officers  of  the  company  to  have 
said  in  an  off-hand  fashion :  "Well,  I  will  give  that  man  two 
years  to  live.  He  has  got  $5,000  insurance  and  I  am  going 
to  charge  you  with  a  present  liability  of  $5,000,  due,  certainly, 
two  years  from  date,  as  an  additional  reserve  under  that 
individual  policy."  After  some  discussion  and  remonstrance, 
so  it  is  stated  to  me,  on  the  the  part  of  the  officers  of  the 
company,  he  finally  said:  "Well,  I  will  modify  this  a  little 
bit,"  but  to  my  certain  knowledge  he  did  report,  as  an  addi- 
tional liability  on  account  of  that  $5,000  policy,  $4,200,  and 
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charged  that  against  the  company,  because,  in  his  opinion,  the 
poHcy  holder  was  a  poor  risk. 

Now  that  is  ridiculous  (that  insurance,  by  the  way,  was 
under  a  ten-year  term  form),  but  that  $4,200  liabiHty  which 
he  charged  on  that  ten-year  term  $5,000  policy  comes  a  whole 
lot  closer  to  being  the  true  reserve  under  that  policy  than 
does  the  amount  we  select  out  of  a  table  without  reference 
to  the  man's  condition. 

Of  course,  the  thing  that  he  failed  to  take  into  considera- 
tion, and  that  cannot  be  taken  into  consideration  in  a  detailed 
way,  is  the  fact  that  there  were  hundreds  of  other  policy 
holders  that  were  in  good  health  and  the  amount  taken  out  of 
the  table  as  the  reserve  on  other  policies  is  larger  than  it 
should  be  when  we  come  to  the  question  of  the  individual 
policy. 

Now  it  seems  to  me,  gentlemen,  that  the  same  question 
enters  quite  largely  into  this  proposition  of  the  proper  handling 
of  non-participating  and  participating  insurance.  I  would 
not,  for  one  moment,  agree  with  a  man  who  said  that  the 
stockholders  had  no  interest  in  the  participating  business 
written.  And  I  would  not,  for  one  moment,  agree  with  a 
man  who  said  that  the  participating  policy  holders  of  the 
company,  which  had  ceased  to  write  participating  insurance 
and  was  confining  itself  to  non-participating  business,  had  no 
interest  in  the  non-participating  business  of  that  company. 
The  interests  of  the  stockholders  are  broad  enough  to  cover 
both  classes.  The  interests  of  the  participating  policy 
holders  in  a  company  that  has  discontinued  that  form 
of  insurance  and  is  now  devoting  its  energies  exclusively  to 
non-participating  business  are  broad  enough  to  cover  both 
classes. 

Right  here,  Mr.  Chairman  and  Gentlemen,  I  may  be  speak- 
ing rather  wide  of  the  subject  that  is  on  the  program,  but  I 
thank  you  for  having  given  me  this  opportunity  to  voice  my 
individual  protest  against  too  much  in  the  way  of  segrega- 
tion, whether  it  be  between  non-participating  and  participating 
or  whether  it  be  between  policy  holders  of  different  classes, 
that  is,  holding  different  forms  of  policies. 
MR.  ARNOLD: 

This  is  a  topic  of  particular  interest.     In  general  I  agree 
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with  the  sentiments  expressed  by  Mr.  Buttolph.  I  recognize 
the  many  advantages,  in  carrying  on  our  business,  that  flow 
from  detailed  investigations  of  every  kind,  but  the  results  of 
such  investigations  must  not  be  applied  in  such  a  way  as  to 
undermine  the  underlying  principle  of  insurance,  and  that 
is  the  distribution  of  the  risk.  The  policyholders  of  a  life  in- 
surance company — whether  their  policies  are  participating  or 
non-participating,  or  superstandard  or  substandard — are  an 
entity.  In  the  final  accounting  there  should  not  be  any 
segregation  into  classes  that  entirely  ignores  the  business  of 
the  company  outside  any  particular  class  under  consideration. 

In  any  system  of  accounting  or  segregation  of  accounts  it 
should,  I  think,  be  clearly  kept  in  mind  that,  though  there 
may  be  idiosyncrasies  affecting  the  treatment  of  individual 
policies  or  classes  of  policies,  the  individual  policy  and  the 
classes  of  policies  are  all  merged  with  the  mass  of  policies 
that  go  to  make  up  the  company's  total  business.  On  what 
theory  other  than  the  merging  of  the  individual  policy  with 
the  mass  can  the  payment  of  a  post  mortem  dividend  on  a 
particular  policy  be  justified?  Or  on  what  theory  can  the 
payment  of  a  Premium  Refund  at  the  end  of  the  first  policy 
year — a  practice  of  companies  of  the  highest  standing — be 
justified,  except  the  propriety  of  the  older  policies  paying 
a  portion  of  the  cost  of  acquisition  of  new  business?  And 
if  the  new  business  is  non-participating  does  not  the  principle 
still  apply? 

Every  company  gets  a  certain  volume  of  undesirable 
business;  business  that  exercises  a  self  selection  against  it. 
This  business  naturally  gravitates  to  the  low  premiums.  A 
company  doing  a  participating  business  only  gets  its  due 
proportion  of  this  undesirable  business.  If  it  were  doing 
both  participating  and  non-participating  business  it  would 
still  get  its  proportion,  but  for  the  most  part  on  its  non-par- 
ticipating rates.  In  any  extreme  segregation  of  participating 
and  non-participating  business  this  would  operate  to  reflect 
a  higher  mortality  on  the  non-participating  business  than 
should  properly  be  charged  against  it. 

However,  I  think,  and  especially  in  the  case  of  a  com- 
pany that  has  discontinued  issuing  participating  business,  it 
would  be  inequitable  in  any  segregation  of  participating  and 
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non-participating  business  to  segregate  the  participating 
business  in  determining  mortality  gains.  The  presumption 
is  there  will  come  a  time  in  the  life  of  any  such  company 
when  the  rate  of  mortality  will  be  higher  on  the  participating 
business  than  on  the  non-participating,  if  it  is  not  so  at  the 
moment.  There  will  come  a  time  also  when  the  volume  of 
participatmg  msurancc  \vill  not  be  sufficient  to  show  an  aver- 
age. The  old  policies  are  entitled  to  the  benefit  resulting 
from  selection  of  the  new  business.  It  cannot  be  contended 
that  the  old  business  is  to  be  segregated  in  determining 
mortality  gains  so  long  as  the  mortality  may  show  lighter  on 
the  participating  than  on  the  non-participating  business.  A 
life  insurance  company  properly  conducted  plays  no  favorites, 
either  individuals  or  classes,  among  policyholders,  nor  as  be- 
tween policyholders  and  stockholders.  Nor  is  it  an  eleemosy- 
nary institution;  policyholders  get  what  they  pay  for.  If,  as 
is  the  case  under  discussion,  the  old  business  is  participating 
and  it  gets  the  benefit,  present  or  prospective,  of  a  lower 
average  mortality  by  reason  of  the  acquisition  of  new  busi- 
ness, it  is  properly  chargeable  with  a  part  of  the  cost  of  ac- 
quisition of  that  business. 

The  subject  is  an  interesting  one.  In  any  attempted 
segregation  of  accounts  many  nice  questions  arise,  calling  for 
the  exercise  of  the  best  judgment  of  the  actuary  in  charge. 

MR.  MEAD:  I  think  Mr.  Buttolph  is  quite  right  in  pro- 
testing against  too  great  segregation  of  business,  and  that  his 
point  is  well  taken.  I  think,  however,  Mr.  Chairman,  that 
we  also  should  bear  in  mind,  on  the  other  hand,  that  we 
should  make  the  segregation  of  business  for  our  own  individual 
purposes,  for  the  reason  that  we  may  see,  for  instance,  whether 
we  are  charging  our  non-participating  policy  holders  too  little 
for  their  insurance,  and  whether  there  are  burdens  being  placed 
upon  participating  policy  holders. 

Furthermore,  in  connection  with  the  medical  selection,  I 
think  that  the  classes  should  be  segregated  to  see  how  we  are 
coming  out  on  the  different  classes.  For  instance,  you  take 
the  experience  that  was  brought  up  yesterday  in  connection 
with  the  mortality  of  women.  The  mortality  of  an  entire 
group  was  104  per  cent,  but  in  that  was  concealed  some 
mistakes  of  selection  by  the  favorable  mortality  on  spinsters. 
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which  was  only  8i  per  cent.  That  is,  companies  should  not 
take  women  broadcast,  take  married  women  of  an  unfavorable 
class,  for  instance,  whose  environment  promises  a  heavy  mor- 
tality, with  the  idea  that  the  favorable  mortality  on  spinsters 
would  counter-balance  the  extra  mortality  on  the  unfavorable 
classes  of  married  women.  In  general,  they  should  make  tho.«^ 
classes  which  show  a  heavier  mortality  carry  their  own  burden. 

I  am  merely  illustrating  the  point,  based  upon  the  com- 
parative mortality  of  women  of  different  classes,  although  I 
think  we  should  not  take  women  rated  up  because  of  a  certain 
moral  hazard.  I  think  that  is  a  dangerous  proposition.  But 
the  argument  applies  with  reference  to  general  classes. 

MR.  BUTTOLPH:  Mr.  Chairman,  I  hasten  to  correct 
a  misapprehension  which  Mr.  Mead,  and  perhaps  some  others 
may  have  in  regard  to  what  I  intended  to  convey.  I  do  not, 
for  one  instant,  decry  the  benefits  to  be  gained  by  the  in- 
dividual company  by  making  just  as  detailed  investigation  into 
its  own  experience  for  its  own  information  as  it  possibly  can. 
I  am  a  most  firm  believer  in  the  benefits  to  be  derived  from 
investigating  mortality  questions  in  regard  to  different  classes, 
to  just  as  great  an  extent  as  the  business  can  with  any  reason, 
be  classified. 

But  I  assumed  that  this  question  in  regard  to  the  separa- 
tion of  accounts  of  participating  and  non-participating  business 
was  a  question  which  had  more  particularly  to  deal  with  the 
underlying  equities  existing  between  what  are  supposed  to 
be  two  separate  classes.  Now,  to  illustrate  more  concretely 
just  what  I  had  in  mind,  it  might  be  very  advisable  for  a 
company  to  investigate  the  question  of  the  mortality  which 
it  had  experienced  under  term  insurance  and  as  I  think  has 
been  found  in  the  past,  that  investigation  having  been  con- 
ducted, and  it  having  been  determined  that  their  mortality 
experience  was  unfavorable,  the  company  has  decided  to  dis- 
continue the  writing  of  term  insurance  as  far  as  its  general 
system  of  accounting  is  concerned,  it  would  be  just  as  reason- 
able to  require  that  company  to  keep  a  separation  of  its 
accounts  as  between  term  insurance  and  the  rest  of  their 
business  as  a  whole,  simply  because  it  had  decided  to  go  out 
of  the  issuance  of  term  policies. 

I  don't  want  you  for  one  moment  to  think  that  I  am  decry- 
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ing  the  advantages,  and  the  great  advantages  of  knowing 
everything  you  can  possibly  know  about  your  own  business, 
'>r  about  all  the  classes  which  constitute  the  one  whole;  but 
keep  that  business  before  you  as  a  whole,  and  don't  segre- 
gate it. 

MR.  MEAD:  I  was  thoroughly  in  accord  with  Mr. 
Buttolph's  remarks  from  a  certain  point  of  view,  and  I  don't 
want  him  to  think  I  was  under  any  misapprehension.  My  idea 
was  to  supplement  his  remarks  with  a  warning.  Many  errors 
of  judgment  may  be  concealed  in  the  mass  by  failing  to  investi- 
gate by  segregation  and  it  may  often  be  possible  to  prevent 
inequity  and  injustice  by  requiring  segregation. 

MR.  ANDERSON:  I,  too,  am  entirely  in  accord  with 
the  views  expressed  by  Mr.  Buttolph  regarding  the  segrega- 
tion of  everything  as  an  abstract  proposition,  and  I  think  I 
can  speak  from  the  fair  standpoint  of  one  who  has  been 
connected  with  companies  as  an  agent  before  going  to  the 
department,  and  then  being  with  the  department  for  six  years 
or  more,  and  then  being  out  of  it  again.  So  I  think  I  can 
see  it  from  pretty  nearly  as  many  angles  as  most  of  you  can. 

The  state,  when  it  makes  a  law,  has  to  make  it  general, 
and  I  think  there  are  very  few  departments  that  would  re- 
quire that  separation  if  all  the  business  of  the  companies  was 
conducted  in  the  way  I  know  the  business  of  some  of  the 
companies  is  conducted.  I  don't  think  the  department  would 
want  to  require  that  extra  work  for  the  fun  of  it.  You  will 
generally  find  that  there  is  a  pretty  good  reason  back  of  some 
of  it,  and  yet,  in  saying  that,  I  want  to  repeat  again  that  I 
am  entirely  in  accord  with  the  idea  that  the  companies  should 
not  be  burdened  with  too  much  of  this  accounting. 

PROF.  GLOVER:  Mr.  Chairman,  I  want  to  take  just 
a  moment  in  this  discussion.  I  can  not  say  that  I  am 
altogether  in  accord  with  the  remarks  of  Mr.  Buttolph.  I 
think  some  of  his  illustrations  are  plausible,  but  not  con- 
vincing. I  believe  there  is  such  a  thing  as  an  individual 
reserve,  and  that  it  is  mathematically  established,  and  that 
the  fact  that  a  policy  has  a  cash  value  makes  it  a  practical 
fact.  We  might  say,  if  a  policyholder  is  in  poor  health,  the 
individual  reserve  on  his  thousand-dollar  policy  which  is  only 
two  years  old,  is  $800.     On  the  other  hand,  there  may  be  a 
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half  a  dozen  policyholders  in  the  company  who  will  be  cut  off 
within  the  next  year  by  accidents,  and  on  the  same  basis  as 
individuals,  we  would  say  that  the  reserves  on  these  men  are 
very  small.  In  other  words,  we  must  get  back  to  the  law  of  aver- 
ages, and  that  is  what  reserves  and  cash  values  are  based  on. 

I  fully  understand  the  point  made  by  Mr.  Buttolph,  and  I 
sympathize  greatly  with  it.  I  do  not  think,  however,  that  it 
is  convincing.  It  is  plain  to  me  why  there  has  grown  up, 
gradually,  a  tendency  on  the  part  of  departments  to  segre- 
gate the  business.  We  are  all  human,  and  where  there  is  a 
temptation  opened,  it  has  to  be  checked  up.  We  know  of 
the  differences  of  opinion  of  actuaries  called  in  upon  the  case 
of  the  Union  Central.  .  There  would  have  been  no  opportunity 
for  difference  of  opinion  if  that  company  had  strictly  segre- 
gated its  business  from  the  start,  and  kept  separate,  so  far 
as  possible,  within  reason,  their  accounts  on  the  stock  busi- 
ness and  the  participating  business.  But  today  I  think  another 
situation  confronts  us.  We  have  some  two  or  three  hundred 
young  companies,  both  participating  and  non-participating. 
Some  of  these  participating  companies  may  be  taken  over  by 
stock  companies.  The  situation  is  perfectly  plain  to  all  of  us, 
and  I  need  not  go  into  any  detail  but  I  think  it  is  wise  at  this 
time  for  departments  to  call  for  the  segregation,  not  for  the 
purpose  of  telling  officers  how  they  must  divide  expense  funds, 
or  what  dividends  they  should  pay  stockholders,  but  in  order 
that  they  may  have  a  check  on  the  reasonable  conduct  of  the 
funds,  as  between  the  two  classes  of  business. 

After  all,  it  comes  again  just  to  having  sufficient  knowledge 
of  the  affairs  of  the  company  to  know,  within  reasonable 
bounds,  whether  the  officers  of  the  company  are  conducting 
them  properly  as  between  the  two  classes. 

PROF.  CAMPBELL:  I  agree  with  Prof.  Glover  with 
reference  to  the  instability  of  young  companies,  and  I  think 
it  would  be  advisable  that  segregation  be  had  in  those  par- 
ticular cases. 
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DERIVATION   OF  FIGURES  FOR  FEDERAL 
INCOME  TAX 

MR.  WELLIVER:  After  read-ing  the  reports  of  your 
yesterday's  and  last  night's  meetings,  I  doubt  very  much 
whether  I  am  competent  to  speak  on  this  subject. 
NOTE — (Mr.  Welliver  spoke  fr^m  notes  and  the  reporter 
was  under  the  impression  that  he  was  reiding  a  set  paper, 
therefore  his  discussion  wa*-  not  preserved,  which  the 
editors  very  much  regret. ) 

MR.  CATHLES:  Mr.  Chairman,  I  do  not  feel  that  1 
am  really  in  touch  with  the  present  conditions.  I  did  have 
a  good  deal  of  correspondence  with  the  framers  of  the  law 
before  it  became  a  law,  and  I  would  like  to  ask  Mr.  Welliver 
one  or  two  questions  on  the  subject.  There  is  no  doubt,  as 
he  said,  regarding  agents'  commissions  and  Mr.  Hull  wrote 
me,  before  the  law  was  passed,  to  that  effect,  that  agents' 
commissions  were  not  contemplated  to  be  taxed.  But  one 
thing  was  made  clear,  throughout  all  the  discussions  of  the 
income  tax  bill,  anJ  that  was  that  only  such  parts  of  the 
dividends  to  policyholders  as  were  actual  repayments  of  over- 
charges should  be  exempt  from  taxation. 

Now,  since  the  law  has  been  passed  I  have  seen  it  often 
said,  and  it  seems  to  be  generally  accepted,  that  all  dividends 
are  exempt.  The  intention  was  to  exempt  only  savings  from 
loading  and  savings  from  mortality  and  not  to  exempt  any 
profits  paid  as  dividends,  which  arose  in  any  other  way. 

MR.  WELLIVER :  I  referred  to  dividends  paid  to  stock- 
holders when  I  made  the  first  exemption.  Dividends  paid  to 
stockholders  are  not  taxable  in  the  stockholder's  hands,  be- 
cause on  that  money  it  had  once  paid  a  tax  when  it  paid  its 
corporation  tax.     Here  are  the  words  of  the  law: 

MR.  CATHLES:  That  is  just  the  wording  that  I  saw 
before  the  bill  was  finally  passed.  But  that  does  not  clear 
up  the  point  at  all.  I  agree  with  you,  Mr.  Welliver,  that 
dividends  to  stockholders  are  not  taxable   in  the  hands  of 
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stockholders.  That  is  very  clear;  but  what  v^e  are  all  more 
interested  in  than  that,  is  dividends  to  policyholders?  Now, 
it  seems  to  be  accepted  that  all  dividends  to  policyholders  are 
exempt  from  taxation.  I  know  that  the  intent  of  the  framers 
of  that  law  was  to  exempt  from  taxation  only  such  parts  as 
were  really  repayments. 

MR.  WELLIVER:  I  think  that  is  what  the  language 
indicates. 

MR,  CATHLES :  Now,  suppose  I  have  a  policy  with  a 
premium  of  $35  that  is  written  on  its  face.  In  sending  out 
the  premium  notice  for  1914  I  write  to  Mr.  Policyholder  and 
say:  "Your  premium  for  1914  is  abated  $5."  I  do  not  tell 
him  what  it  is  for.  I  just  say  it  is  abated  $5,  and  "your 
premium  for  next  year  is  $30."  It  seems  to  me  that  a  smart 
lawyer  could  make  a  pretty  good  case  for  the  exemption  of 
the  entire  $5,  and  yet,  taking  the  actual  facts,  $2.50  of  that 
was  the  profit  from  savings  and  loading,  or  savings  on  mor- 
tality, which  I  think  was  the  overpayment,  and  $2.50  is  profits 
on  the  company's  investments. 

Now,  I  want  to  find  out  whether  all  these  dividends  are 
exempt,  or  whether  regulations  were  ever  issued  separating 
the  two  dividends  into  such  as  were  overpayments  and  such 
as  were  really  profits. 

MR.  WELLIVER:  No,  they  have  not  made  this  distin(  - 
tion  as  far  as  I  have  been  able  to  learn.  I  should  think  that 
under  the  regulations,  as  they  are  at  present,  a  man  would  be 
entitled  to  the  whole  $5  without  the  payment  of  tax.  That 
was  not  the  spirit  of  the  law,  if  you  remember,  when  the  law 
was  first  up  for  discussion.  This  exemption  was  not  there 
at  all.  It  was  made  as  to  mutual  companies,  and  then  the 
stock  companies  got  busy  and  had  an  exemption  made  to 
cover  both  companies. 

MR.  CATHLES :  There  is  another  feature  in  that  law 
that  I  would  like  your  opinion  about.  It  says  that  payments 
under  policies  are  exempt,  and  so  it  apparently  exempts  the 
payment  to  living  policy  holders. 

But  there  again,  I  know  the  intent  was  that  if  you  paid 
to  an  endowment  policy  holder  at  maturity  of  his  policy 
$1,000,  and  he  had  only  paid  the  company  $840,  taking  the 
average  endowment  premium,  you  paid  him  $160  more  than 
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he  has  paid  the  company,  and  I  know  the  intent  of  the  framers 
of  that  law  was  to  tax  that  $i6o. 

MR.  WELLIVER:  The  language  of  the  law  does  not 
do  it  now,  in  my  opinion.  The  whole  thousand  dollars  is 
exempt. 

MR.  MEAD:  I  had  a  conversation  with  Mr.  Blackburn 
just  after  he  returned  from  Washington,  before  the  law  was 
finally  passed,  and  he  said  when  the  suggestion  of  the  amend- 
ment was  made  in  the  form  in  which  it  now  stands,  the  com- 
mittee wanted  it  thoroughly  understood  that  it  was  not  to 
include  any  interest  accumulation  on  dividends.  I  think  the 
committee  wanted  to  include  the  entire  abatement  arising 
from  whatever  source,  but  that  it  should  not  include  interest 
accumulation  on  those  abatements,  in  other  words,  that  there 
would  be  deductible  the  entire  deferred  dividend,  except  for 
interest  accumulation,  apportioned  from  year  to  year,  and 
not  the  interest  portion  of  the  individual  dividend.  They 
wanted  to  exempt  from  the  tax  the  entire  abatement,  from 
whatever  source.  That  was  Mr.  Blackburn's  understanding 
of  it,  after  completing  his  negotiations  with  the  committee. 

MR.  SEITZ :  In  case  that  question  should  come  up  after 
those  here  go  home,  it  might  be  well  to  read  the  legal  note 
in  the  Actu;  rial  Journal,  where  similar  cases  came  up  in  the 
English  courts  where  some  parties  wanted  to  have  exempt 
from  tax  certain  portions  of  the  endowment  payment,  due  to 
interest  and  other  accumulations. 

PRESIDENT  ARNOLD :  I  will  say,  ]\Ir.  Chairman,  that 
I  had  the  same  understanding  as  that  expressed  by  Mr.  Mead, 
that  it  was  a  compromise  finally,  and  that  it  was  the  inten- 
tion of  the  committee  that  the  dividends  that  would  be  de- 
ducted was  that  portion  of  the  dividend  which  represented 
overpayment  in  the  matter  of  mortality  and  expense. 

MR.  MEAD:  I  did  not  make  myself  clear.  My  under- 
standing was  that  the  entire  dividend  should  be  exempt — 
the  entire  abatement  should  be  exempt,  arising  from  what- 
ever source.  That  is  the  impression  I  got  from  Mr.  Black- 
burn after  he  had  returned  from  the  meeting  of  the  conference 
committee — but  the  interest  accumulations  I  didn't  under- 
stand should  be  exempt. 

PRESIDENT  ARNOLD:     I  did  not  understand  it  that 
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way.  It  also  raised  the  further  question  as  to  the  deduction 
of  the  accumulation  on  a  twenty-year  deferred  dividend  policy, 
for  instance,  as  to  whether  or  not  that  should  be  deducted, 
and  I  don't  believe  it  would  be,  because  the  wording  restricts 
it  to  the  year — overpayment,  or  refund  on  premiums  paid  in 
that  year. 

But  there  is  another  section  of  the  act  which  exempts 
the  payment  to  policy  holders,  and  I  think  that  the  accumula- 
tion-— and  Mr.  Rhodes  quotes  in  his  paper  which  you  have 
doubtless  seen,  which  he  read  a  short  time  ago  at  the  Actuarial 
Association  meeting — calls  attention  to  the  fact  that  the 
accumulation,  or  deferred  dividend  to  policy  holders,  is  a  cash 
settlement  on  a  policy  and  would  be  deducted  in  that  way. 

MR,  WELLIVER :  They  have  one  exemption  here  where 
the  company  is  compelled  to  withhold.  After  stating  the 
amount  that  the  company  does  not  have  to  withhold,  which 
is  not  taxable  in  the  hands  of  the  insured,  it  says:  "But 
this  shall  not  be  construed." 

MR.  CATHLES :  Air.  Welliver,  I  think  that  section  had 
reference  more  to  annuities  and  to  amounts  left  in  the  hands 
of  the  companies  in  trust. 
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THE  SUICIDE   CLAUSE 

MR.  RAUB :  There  is  a  recent  decision  that  I  have  not 
investigated,  but  have  seen  an  abstract  of,  in  the  139  Missouri. 
4.16.    This  is  referred  to  also  in  the  Encyclopedia  of  Law. 

You  will  remember  that  when  they  began  to  put  the 
suicide  clause  into  policies,  they  thought  that  would  cover 
any  form  of  suicide.  Well,  of  course,  "the  courts"  soon  de- 
cided that  it  did  not  cover  a  case  where  a  man  was  insane  at 
the  time  he  committed  suicide,  and  they  differentiated  that  on 
the  ground  that  he  did  not  understand  the  moral  effect  of 
his  act,  and  therefore  was  not  responsible  for  it.  Policies 
were  changed,  to  make  it  "sane  or  insane,"  thinking  that 
covered  practically  every  phase  of  the  case,  and  now  there 
are  some  decisions  going  still  further  and  holding  that  if 
he  does  not  understand  the  physical  effect  of  his  act,  therefore 
it  does  not  come  under  this  suicide  "sane  or  insane"  clause, 
and  that  it  can  only  be  met  by  putting  in  the  words  "voluntarily 
or  involuntarily."  In  other  words,  if  he  had  will  power  enough 
to  appreciate  the  physical  effect  of  the  act. 

I  was  talking  to  some  one  not  long  ago  with  reference 
to  the  incontestable  clause,  in  a  New  York  case  that  I  had 
been  looking  into,  and  was  asked:  "What  is  the  effect  of  a 
health  statement?"  Nearly  all  policies  provide  that  they  are 
incontestable  after  one  year.  Suppose  a  policy  has  been  in 
effect  for  two  or  three  years  and  the  insured  has  made  a 
gross  misstatement,  and  there  is  a  clear-cut  case  of  fraud, 
in  reinstating  his  policy.  It  was  held  that  that  policy  was 
incontestable.  The  New  York  case  holds  that  the  incontest- 
able clause  applies,  and  by  some  species  of  reasoning  they 
came  to  the  conclusion  that  if  a  policy  provides,  as  it  did  in 
that  case,  two  years'  incontestability  after  the  date  of  the 
policy  that  the  two  years  would  also  attach  to  the  health 
statement  and  would  apply. 
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CONSTITUTION 

NAME 

Article  I.  This  organization  shall  be  called  "American 
Institute  of  Actuaries." 

OBJECT 

Art,  11,  The  object  of  the  American  Institute  of  Actuar- 
ies is  to  advance  the  Science  of  Insurance  Mathematics  by 
associating  together  persons  of  like  interests  for  the  presenta- 
tion and  discussion  of  papers  and  for  the  consideration  of 
such  other  matters  as  may  properly  come  before  the  In- 
stitute, 

MEMBERSHIP 

Art.  Ill,  The  membership  of  the  Institute  shall  be  com- 
posed of  three  classes,  Fellows,  Associates,  and  Contribut- 
ing Members, 

OFFICERS 

Art,  IV.  The  Officers  shall  consist  of  a  President,  a 
Vice-President,  a  Secretary,  a  Treasurer,  and  a   Librarian, 

GOVERNORS 

Art.  V.  The  Board  of  Governors  shall  consist  of  the 
Officers,  the  ex-Presidents,  and  six  other  Fellows  chosen  as 
follows :  Upon  adoption  of  this  constitution,  six  Governors 
shall  be  elected;  two  for  three  years,  two  for  two  years,  and 
two  for  one  year,  and  annually  thereafter  two  shall  be 
elected  for  three  years.  The  Board  of  Governors  shall  havt 
power  to  fill  vacancies  occurring  by  death  or  resignation  of 
Officers  or  Governors. 

DUTIES    OF    OFFICERS    AND    GOVERNORS 

Art,  VI.  The  duties  of  the  officers  shall  be  such  as  usual- 
ly appertain   to   their   respective   offices.      The   duties   of   the 
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Board  of  Governors  shall  be  in  general  to  manage  the  affairs 
of  the  Institute.  Appropriate  subcommittees  may  be  ap- 
pointed by  the  Board  of  Governors  for  such  matters  as  may 
be  from  time  to  time  found  desirable. 

ELECTION    OF    OFFICERS    AND    GOVERNORS 

Art.  VII.  The  Officers  shall  be  elected  by  ballot  at  the 
annual  meeting  for  the  term  of  one  year.  The  Governors 
for  three  years.  The  ballots  to  be  cast  in  person  or  by  mai'. 
The  President  or  Vice-President  shall  not  be  eligible  for 
the  same  office  for  more  than  two  consecutive  years. 

MEETINGS 

Art.  VIII.  The  annual  meeting  of  the  Institute  shall  be 
held  on  the  first  Tuesday  of  June  in  each  year  at  such  place 
as  designated  by  the  Board  of  Governors.  Other  meetings 
may  be  called  by  the  Board  of  Governors  from  time  to  time, 
and  shall  be  called  by  the  President  at  any  time  upon  the 
written  request  of  five  Fellows ;  twenty  days'  notice  of  such 
meetings   shall   be  given   by  the   Secretary. 

ASSOCIATES 

Art.  IX.  Any  one  of  legal  age,  pursuing  actuarial  studies 
and  looking  forward  to  a  future  Fellowship,  may  on  the  con- 
ditions hereinafter  stated  be  enrolled  as  an  Associate  and  as 
such  shall  be  entitled  to  all  the  privileges  of  the  Institute  ex- 
cept those  of  voting  and  holding  office.  The  conditions  are : 
that  he  shall  be  nominated  by  at  least  two  Fellows  of  the 
Institute;  that  the  notice  of  such  nomination  shall  be  given 
by  the  Secretary  to  each  Fellow  of  the  Institute ;  that  not  less 
than  twenty  days  after  such  notice  has  been  given,  his 
nomination  shall  be  approved  by  the  Board  of  Governors; 
that  he  shall  pay  such  examination  fee  and  pass  such  pre- 
liminary examination  as  may  be  prescribed  by  the  Board  of 
Governors.  When  the  Board  of  Governors  finds  that  a 
candidate  has  passed  an  equivalent  examination  required  by 
another  recognized  society  of  actuaries,  or  has  had  such  ex- 
perience as  in  its  opinion  renders  him  qualified  for  such 
membership,  it  may  waive  the  examination  hereby  required.* 
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ADMISSION    TO    FELLOWSHIP 

Art.  X.  Any  Associate  who  has  been  such  for  at  least  ten 
months,  and  is  twenty-five  years  of  age,  may  apply  to  the 
Board  of  Governors  for  Fellowship.  Every  member  of  the 
Board  of  Governors  shall  be  notified  confidentially  of  such 
application  at  least  twenty  days  before  the  meeting  at  which 

*Amended  June  3,  1913. 
it  shall  be  acted  upon.  If  this  application  be  approved  by  the 
Board  of  Governors  he  shall  become  a  Fellow  on  paying 
such  examination  fee  and  passing  such  final  examination  as 
shall  be  prescribed  by  the  Board  of  Governors.  Otherwise 
no  one  shall  be  admitted  as  a  Fellow  unless  recommended 
by  a  duly  called  meeting  of  the  Board  of  Governors,  followed 
by  a  ballot  of  the  Institute  either  in  person  or  by  mail  with  not 
more  than  four  negative  votes  and  with  affirmative  votes  not 
less  than  half  of  the  number  of  Fellows,  twenty  days'  notice 
having  been  given  to  each  Fellow. 

CONTRIBUTING    MEMBERS 

Art.  XI.  A  Contributing  Member  shall  be  any  legal  re- 
serve Life  Insurance  Company  that  desires  Membership  in 
the  Institute.  Any  person  nominated  by  said  Company  shall 
have  the  privilege  of  attendance  at  any  of  the  Annual  or 
Special  Meetings  of  the  Institute  (except  executive  sessions), 
also  shall  have  the  use,  jointly  with  the  other  members,  of  the 
Library,  upon  complying  with  the  rules  of  the  Institute 
governing  same. 

QUORUM 

Art.  XII.  Four  members  of  the  Board  of  Governors 
shall  constitute  a  quorum.  A  majority  of  the  Fellows  of  the 
Institute  at  any  duly  called  meeting  shall  constitute  a  quorum. 

EXPULSION   OR   SUSPENSION   OF   MEMBERS 

Art.  XIII.  The  Board  of  Governors  shall  receive  and 
hear  all  complaints  preferred  by  any  Fellow  of  this  Institute 
against  any  other  Fellow  or  Associate  for  misconduct  in  his 
relations  to  the  Institute,  or  in  his  profession,  or  the  practice 
thereof,  or  affecting  the  interests  of  the  actuarial  profession; 
provided    such    complaints    shall    be    in    writing   plainly    and 
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specifically  stating  the  matter  complained  of,  and  subscribed 
by  the  complainant. 

The  proceedings  of  the  Board  of  Governors  upon  such 
complaint  shall  de  deemed  confidential  and  kept  secret  except 
so  far  as  written  or  printed  reports  of  the  same  shall  be  neces- 
sarily and  officially  made  in  the  Institute. 

Each  party  may  appear  personally  and  by  counsel.  Wit- 
nesses shall  vouch  for  the  truth  of  their  statements  on  their 
word  of  honor.  The  Board  of  Governors  shall  make  its  de- 
cision, and  if  it  finds  the  complaint  to  be  true  and  of  sufficient 
importance,  it  will  so  report  to  the  institute  with  its  recom- 
mendations. 

The  Institute  will  take  such  action  on  the  report  as  it 
shall  see  fit ;  but  no  member  shall  be  expelled  or  suspended 
unless  by  a  vote  of  at  least  two-thirds  of  the  members  present 
and  voting. 

Art.  XIV.  No  resolution  expressive  of  opinion  shall  be 
entertained  at  any  meeting. 

AMENDMENTS 

Art.  XV.  This  Constitution  may  be  amended  by  an 
affirmative  vote  of  two-thirds  of  the  Fellows  present  at  any 
meeting  held  at  least  three  months  after  notice  of  such  pro- 
posed amendment  shall  have  been  sent  to  each  Fellow  by 
the   Institute. 


126  The  Record  [November 


BY-LAWS 

Article  I.  Order  of  Business. — At  a  meeting  of  the  In- 
stitute the  following  order  of  business  shall  be  observed,  un- 
less the  Institute  votes  otherwise  for  the  time  being : 

1.  Calling  of  the  roll. 

2.  Address  or  remarks  by  the  President. 

3.  Minutes  of  the  last  meeting. 

4.  Summary  of  the  business  transacted  by  the  Board 
since  the  last  meeting  of  the  Institute,  presented  for  its  in- 
formation and  approval. 

5.  Candidates  for  Fellowship  considered  and  voted  upon. 

6.  Reports  of  Committees  and  Officers. 

7.  At  annual  meeting,  election  of  Officers  and  Governors. 

8.  Unfinished   business ;   new   business. 

9.  Reading  of  papers  prepared  for  presentation  to  the 
Institute. 

10.  Discussion  of  papers  presented. 

The  Board  of  Governors'  meetings  shall  proceed  in  this 
order  as  far  as  it  may  apply  to  them. 

Art.  II.  Meetings  of  the  Board  of  Governors  shall  be 
called  whenever  the  President,  or  four  members  of  the 
Board  of  Governors  so  request,  but  not  without  sending  no- 
tice to  each  member  of  the  Board  ten  or  more  days  before 
the  time  appointed.  Such  notice  shall  state  the  subjects  in- 
tended to  be  brought  before  the  meeting;  should  other  mat- 
ters be  passed  upon,  any  member  of  the  Board  shall  have 
the  right  to  reopen  the  same  at  the  next  meeting. 

Art.  III.  Duties  of  Officers. — The  President,  or  in  his 
absence,  the  Vice-President,  shall  preside  at  meetings  of  the 
Institute  and  of  the  Board.  At  the  Institute  meetings  the 
presiding  Officer  shall  vote  only  in  case  of  a  tie,  but  at  the 
Board  meetings  he  may  vote  in  all  cases. 

The  Secretary  shall  keep  a  full  and  accurate  record  of 
the  proceedings  at  the  meetings  of  the  Institute  and  of  the 
Board,  send  out  calls  for  the  said  meetings,  and,  with  the  ap- 
proval of  the  President,  carry  on  the  correspondence  of  the 
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Institute.  Subject  to  the  direction  of  the  Board,  he  shall 
have  immediate  charge  of  the  office  and  archives,  and  other 
chattels  of  the  Institute. 

The  Secretary  and  Librarian,  under  the  general  super- 
vision of  the  Board,  shall  have  charge  of  all  matters  con- 
nected with  editing  and  printing  the  Institute  Publications. 
There  shall  be  a  publication  known  as  l^he  Record  which 
shall  contain  only  the  proceedings  of  the  meetings,  original 
papers  presented  by  Fellows  and  written  by  Fellows  or  As- 
sociates, and  such  discussions  or  other  matters  as  may  be 
expressly  authorized  by  the   Board   of   Governors. 

The  Treasurer  shall  send  out  calls  for  annual  dues  and 
acknowledge  receipt  of  same;  pay  all  bills  approved  by  the 
President  for  expenditures  authorized  by  the  Board  or  the 
Institute ;  keep  a  detailed  account  of  all  receipts  and  expendi- 
tures, and  present  an  abstract  of  the  same  at  the  annual 
meetings  after  it  has  been  audited  by  a  Committee  of  the 
Board. 

Art.  IV.  Dues. — Each  Fellow  shall  pay  ten  dollars,  each 
Contributing  Member  ten  dollars,  each  Associate  five  dollars, 
upon  extrance,  and  a  like  amount  at  each  annual  meeting 
thereafter,  except  in  the  case  of  Fellows  not  residing  on  this 
continent,  who  shall  pay  five  dollars  annually  at  the  time  stated. 

It  shall  be  the  duty  of  the  Treasurer  to  notify  by  mail 
any  Fellow,  Associate,  or  Contributing  Member  whose  dues 
may  be  six  months  in  arrears,  and  to  accompany  such  notice 
by  a  copy  of  this  article.  If  such  Fellov.-,  Associate,  or  Con- 
tributing Member  shall  fail  to  pay  such  dues  within  three 
months  from  the  time  of  mailing  such  notice,  the  Treasurer 
shall  report  the  delinquent  to  the  Board,  by  whom  the  name 
of  such  member  shall  be  stricken  from  the  rolls,  and  such 
member  shall  cease  to  be  a  Fellow,  Associate,  or  Contributing 
Member  of  the  Institute.  Such  Member,  may,  however,  be 
reinstated  by  vote  of  the  Board  and  upon  payment  of  arrears 
of  dues. 

Art.  V.  Designation  by  Initials. — Fellows  of  the  Institute 
are  authorized  to  append  to  their  names  the  initials  F.A.I. A., 
and  Associates  are  authorized  to  append  to  their  names  the 
initials  A. A. I. A. 

Art.  VI.     Amendments. — These  by-laws  may  be  amended 
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by  an  affirmative  vote  of  two-thirds  of  the  Fellows  present 
at  any  meeting  held  at  least  three  months  after  notice  of  the 
proposed  amendment  shall  have  been  sent  to  each  Fellow  by 
the  Secretary. 


